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THE NEWER ECONOMICS AND THE CONTROL 
OF ECONOMIC ACTIVITY 


I 


REVIEW of a textbook in economics widely praised, 
A adopted, and proclaimed a success must be something of 
a comment on the state and the problems of this branch 
of education. A review of a book dealing with economics espe- 
cially from the standpoint of control" will carry some implications 
regarding that topic. It is significant, too, that the subjects of 
education and social control are very closely related. Education is 
itself one of the most important fields in which control is at- 
tempted, and results in that field must indicate a good deal as to 
the conditions of success in others; and, at the same time, educa- 
tion is one of the most important methods by which control is 
likely to be exercised in any connection. The fundamental inter- 
est underlying the following paper is in the problem of treating 
economics from the standpoint of control, with education in eco- 
nomics secondary, and with the book which occasions the paper as 
a starting point for the discussion of the more general issues. 
One of the most important phases of these general issues is 
illustrated by the first detail of the specific task of reviewing a 
book, namely, that it is practically impossible to discuss either 
* Modern Economic Society, by Sumner H. Slichter (New York: Henry Holt & 


Co., 1931). The title of the first chapter is “The Control of Economic Activity,” 
and the theme is central throughout. 
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social institutions and policies, real or hypothetical, or any utter- 
ance relating to such topics, without having every statement inter- 
preted as essentially a judgment of approval and disapproval. No 
matter how the purely descriptive intent of any assertion may be 
emphasized, it will be read as an argument or declaration for or 
against some interest or aversion of most of those who read it at 
all. And this is about as true in academic and scientific circles as 
elsewhere. Among professors of economics, for example, if one re- 
marks that any position or argument or criticism involves correct 
or incorrect use of fact or logic, one is immediately classified as an 
“adherent” or “opponent”’ of this or that school or approach. 
Current modes of thought, perhaps the structure of language, 
quite probably the ultimate character of the subject matter and 
of human nature, make impossible any clear separation between 
descriptive and (two forms of) evaluative statement regarding 
things human. In an endeavor to minimize confusion, it will be 
expedient for me to state my personal opinions as such and to 
make unpleasantly free use of the first personal pronoun. And 
since it is impossible, with any available words, to say what I 
mean without being interpreted to say very much more which I 
do not mean, considerable space will have to be devoted to ex- 
planation of terms, and to unsaying. I know just how much 
everyone loves this sort of thing, but the necessity of it is the 
chief point in which I am interested. The point will be clear if 
I begin by making two simple objective statements about the 
book under consideration. First, it is a great textbook of eco- 
nomics, written from the standpoint of control, which is the right 
standpoint; second, it says practically nothing about the eco- 
nomics of control, and a very large part of all the economics it 
contains is wrong. 

My meaning is no doubt clear. Both these statements are true, 
and I can find no better language in which to state either of them; 
I have used every word in a well-established and unquestionably 
current sense; and more important, every word is used with a 
purely descriptive meaning. In neither statement do I in any de- 
gree imply either (a) personal approval or disapproval or (0) 
“objective merit” or the opposite—if it may be assumed that this 
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expression conveys some meaning. (Let me say, once for all, that 
if and when I have any statement of either of these kinds to make 
it will be labeled unmistakably.) The first of the two statements 
is not made solely on my own authority. It has been said by 
many of the persons in the best position to judge, who are most 
competent by every test I can think of. In addition, for what- 
ever it may be worth, I have personally taught elementary eco- 
nomics to university classes for more than a decade, and, while 
I have not used this book as a text, I have read it thoughtfully 
and find every reason to confirm the judgment of others. I do 
not know any other basis for making a statement descriptive. As 
to the second proposition, what the book says about control may 
be fairly summed up in the words “vive control, and @ bas the 
opposition to control.” It does not say that there is any opposi- 
tion, or tell what is to be controlled, by whom, for what end, or 
by what procedure. I do not think it “advocates” control, or says 
that it would be a good thing. It does seem to say that there is 
“need” for control, if that is saying anything, in the absence of 
any indication of what it is that is needed. Yet it is an excellent 
treatment of the subject of control at the college textbook level. 
(Regarding other content there will be some observations in due 
course, but the main interest is in control.) 

The main point of the present paper is to show that there is no 
inconsistency between two such statements, that it is not only 
possible in the social field for a work to be a great treatment of a 
subject without “saying anything” about that subject, anything 
that can be called true or false, but the fact that it does not rather 
creates a presumption of merit. This seems to be the most needed 
clarification that is needed in the field of economics at the mo- 
ment, if anything like “clarification” is ever needed, for this is 
the prior and fundamental issue in the entire domain of social 
thought and discussion. And it is all the more an issue because it 
is ignored. 

Two statements, if attended to at all, will presumably com- 
mand assent. The first is that there are limits to the value of ob- 
jective study and that one of the functions of thinking and of 
social discussion must be to examine their own functions and 
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limits. Beyond a certain point, thinking, like anything else out of 
proportion, ceases to be profitable and then becomes an evil (page 
familiar economic laws). There are situations, calling for action, 
in which thinking is an evil from the start, as well as others, not 
in point here, where it is impossible. All this is even more patently 
true of social discussion in relation to social action; so true, in 
fact, and so relevant practically, that one of the main tasks of 
political machinery is that of stopping discussion. (Or stopping 
the sort of verbal interchange which political “deliberations” ac- 
tually are; the ambiguity of the term “discussion” is one phase of 
the main issue.) The second proposition which should not need 
demonstration is that we can and do talk about social phenomena 
for reasons sharply different from that of describing them; in par- 
ticular, we talk about them in order to affect attitudes toward 
them, with a view of getting them changed or keeping them un- 
changed. It will presumably be admitted that this sort of talk is 
necessary and within limits good, as well as that beyond limits 
objective analysis and description may be bad. It is the question 
of the nature and location of the limits or “margins” in these two 
cases, and, more especially, the difference in this respect between 
“talk about”’ social and “talk about” natural phenomena, which 
seems to me important and neglected and to which I should like to 
call attention. For a third presumably indisputable proposition 
is that talking about natural phenomena does not change or in- 
jure them, but talking about social phenomena may convert joy 
into gloom and peace into war. 

One of the worst linguistic dilemmas we have to face is the 
resulting ambiguity of talking “intelligently”’ about social phe- 
nomena. In fact, it is no more possible to say “intelligently” that 
any utterance in this field is “intelligent” than to say that a 
piano is high or low without knowing whether the adjective refers 
to its pitch, its price, its altitude above sea-level, or its own verti- 
cal dimension. Yet this is what economists spend much of their 
energy in doing, notably in all that they say about the relative 
merits of different methods or “approaches.” The most important 
phase of this ambiguity regarding intelligent talk is the insistence 
mentioned at the outset on taking all terms in an honorific (moral 
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or partisan) sense, when they are all so loaded with purely de- 
scriptive ambiguity that they cannot be used as media of com- 
munication without special definition. Yet no type of discussion 
is more certain to be ignored, or, when it is noticed at all, more 
denounced and sneered at, than an effort to use words with an 
identifiable meaning. (The common simple method of extermina- 
tion for any such disturber of the happy war of irrelevancies is to 
call him a “philosopher,” which is assumed to make him fall dead 
with humiliation.) 

There is no getting away from epithets, since any mention 
of using language descriptively and unambiguously at once en- 
counters the circumstance that these words also are primarily 
honorific in interpretation. I can only say that in the present con- 
nection I am not using them to call names or beg any question, 
but am trying to get attention toa real issue. The negative reac- 
tion which most readers will have experienced before this (most of 
them sufficiently to go no farther) is ample illustration of the 
point; at some “margin” the effort to be relevant becomes irrele- 
vant, and then positively evil. Relevance soon becomes a bore; 
whether it becomes a bore before it becomes “really” irrelevant, 
whether there is any difference between the two, is a special ques- 
tion in view of the nature of social problems. For the fact that any 
type of thought or discussion is a bore must go far toward making 
it really irrelevant, practically speaking, and the status of theo- 
retical relevance apart from practical is dubious. Any political 
address will illustrate the point. In the first place, nothing said by 
a political office-seeker conveys very definite information as to 
what he would do in office different from any other incumbent; 
second, he could not usually give such exact information if he 
wished to do so; and third, it would be very wrong for him to at- 
tempt to do so if he is speaking for any issue which he has seriously 
at heart. 

But there is a still deeper and more solemn phase of the ques- 
tion of objectivity, rather obviously raised by the one just men- 
tioned. Such being the character of political process, is it wise or 
safe to encourage, perhaps even permit, any effort to look at 
political process objectively? Since the notion of facing problems 
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“intelligently” has come to have virtually the aura of sanctity, and 
since society probably cannot “really” do so and will not try, may 
not every counsel of objectivity be a counsel of cynicism and 
despair? Specifically, should there be any such thing as a serious 
attempt at objective reviewing of books in the social science field? 
For if one takes a step toward looking objectively at the condi- 
tions and requirements of the introductory college course in eco- 
nomics, it must be apparent that a text-book which tried to “say”’ 
very much would only be saved from being a “bad” textbook by 
the fact that it would get no chance to be one of any kind, since it 
would never come into use. But should a reviewer make this trite 
observation? or be allowed to print it?? 

Dismissing for the moment consideration of the college text- 
book, to deal with it at length presently, the general issue is 
whether any serious attempt to discuss any social phenomena in a 
really objective way can be more than a waste of effort or even 
less than a serious menace. Is it even a legitimate interest of a 
cult, perhaps compelled to use a secret language? Do people live 
by “truth,” or by illusions, pragmatic and holy? With serious 
misgivings lest any look at such questions may be criminal, I 
nonetheless propose, this once, to embark on the inquiry as to 
whether it is or not, using Modern Economic Society as a sort of 
demonstration piece. At the outset of an objective inquiry into 
the diminishing returns from objective inquiry, it seems in order 
to state briefly the fundamental nature and source of the uni- 
versal confusion on this topic. 


2 It is also doubtful whether an author primarily interested in the true and un- 
ambiguous statement of facts and principles based on an objective analysis of prob- 
lems either could write a passable textbook if he tried or would try to do so. There 
may be exceptions, as there may be versatile geniuses who can paint a good picture 
and give a good lecture on esthetics at the same time; but between criticism and 
creation there seems to be a deeply natural division of labor between human types, 
as there is between pure science and construction engineering. The degree of mutual 
incongruity between the two types of mental ability and outlook is doubtless greater 
in “art” than in “science.” Of course, there is an element of art in every science, 
and conversely; and the status of “social science” is one of the questions most at 
issue. But education in social science is certainly more of the nature of an art, and 
this is possibly true of education in any science. The bearing on the “‘control”’ prob- 
lem is that it is questionable whether control can be anything essentially but edu- 
cation. 
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The central fact, already intimated, is that when people talk 
about subjects like control they are generally interested in them; 
those who discuss control are interested in control, practically, or 
interested in some form of action or resistance to action which 
they call by that name. The peculiar characteristic of social 
changes is that they are brought about (or prevented) by talking about 
them (publicly, excluding the conspiracy or coup d’état, where not 
talking publicly is essential); but, the talk, which is effective in 
promoting, preventing, or directing change, is a totally different 
kind from that used in analyzing and describing phenomena.’ 
Consequently, the meaning of talking intelligently, or using talk 
intelligently, in connection with the problem of social control, de- 
pends altogether on which purpose one has in view. (Referring, 
of course, to immediate and intended change; the question as to 
the possible ultimate significance for change, good or bad, of ob- 
jective discussion is the main issue I am trying to raise.) 

The issue of the two purposes and kinds of treatment involves 
the economist in a somewhat special way, since his supposed 
practical function in the division of labor among talkers about 
social change is not that of immediately influencing change but 
that of making knowledge and techniques available. That is, his 
treatment is supposed to be distinctively objective in character. 
The further question raised, apart from that of staying in his own 
domain, as to the nature of the economist’s réle depends on who 
is to use the knowledge and techniques he makes available. Tra- 
ditionally, he seems to be expected to function as the adviser, in- 
differently, or simultaneously, or problematically, to (a) a govern- 
ment supposed to be in “‘control’’ of its subjects, whatever interest 
it is concerned to promote; (b) subjects supposed to be in “con- 
trol” of their government, or trying as individuals or groups to 


3 This fact generates the most characteristic contrast between the fields of 
nature and of society as regards the use of “scientific” procedure. (The superficial 
suggestion of kinship with animism and magic need not obscure the realities of the 
case, to anyone who will turn aside momentarily from honorific implications of 
words.) The point is not merely that talking about social phenomena may change 
them, and the two kinds of talk mentioned, but especially that talk of the kind in- 
tended to describe and not to change may also produce change, and it is important 
to know something of the kind and amount of change it may produce. 
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control it; (c) individuals wishing to “control” other individuals, 
presumably not at the same time controlling them by the same 
techniques; and, finally, (d) people in general, supposed to be 
looking, not for means of “control” at all, but for a better com- 
mon basis or system of rules for living and working together. 

If “democracy” is assumed, either as the social ethical ideal or 
as the given character of the social constitution, a combination of 
(a) and (6) approximating more or less to (d) is the situation to 
which the discussion of “control of economic activity” actually 
relates. And relative to this problem, the quest by a group for a 
common basis of desirable mutual relations, the one thing that is 
certain is that the sort of intelligent discussion possible is not, in 
the main, that represented by our inherited “scientific” point of 
view, the immediately analytic but ultimately instrumentalist 
logic of ‘cause and effect,’’ concomitant variations, or correlation. 
If there is to be any “objective” social science it will have to run 
in terms of the kind of objectivity which social ends and proce- 
dures of action actually possess, which is strikingly different from 
that belonging to physical phenomena. The notion of “‘uniformity 
of sequence”’ is antithetical to that of “‘control” by the behaving 
material itself. There is, no doubt, considerable uniformity of 
sequence in social phenomena, but it runs in terms of meanings 
and values rather than physically described events. It is known 
by communication, Einfiihlung, “sympathetic introspection” 
(Cooley). This notoriously fails to yield accurate results uniform 
for different observers. And beyond the difficulties of securing ob- 
jectivity lie the questions regarding its desirability. Concealment, 
indirection, diplomacy, deceit, seem to be major categories in ac- 
tion relating to human beings. Between esthetic repugnance, 
human consideration and courtesy, loyalties of all sorts, obscen- 
ity, and sacrilege, there is a vast area in which “truth’’ is defi- 
nitely rejected on principle. The ordinary use of language in this 
field places other ends in various degrees ahead of the communi- 
cation of fact. Curiosity is man’s first and greatest sin. 


II 


As suggested, all the fundamental problems of the relation be- 
tween objective analysis and social control are admirably illus- 
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trated in the field of education and, specifically, in the collegiate 
elementary course in economics. It is quite likely that any serious 
attempt at objectivity in the course itself is bad; it certainly would 
not do for it to recognize objectively the limitations of its own ob- 
jectivity; and it may be just as bad for everyone in any way con- 
cerned that any outsider should attempt to look at any phase of 
the situation objectively. (In this I do not mean “bad” merely in 
the sense of a gross breach of propriety, which had as well be 
stated objectively at the outset.) Education, like other fields of 
social activity, has this interesting feature, that there are many 
things about it which are obviously “true,” and it may be entirely 
proper to mention them in friendly conversation, in either a rever- 
ent or an irreverent tone, yet to “say” them publicly and officially 
would simply sink the ship. At least everybody assumes that it 
would, and the consequence is the same—it must not be and is 
not done. If this should turn out to be the one general and im- 
portant principle of methodology in the entire social science field, 
the fact would undoubtedly be embarrassing to the profession, un- 
less some way were found to keep it dark. Perhaps, however, no 
special procedure would be required; like other objective utter- 
ance, if anyone succeeded in stating it in an objective way, which 
could not be interpreted otherwise, it might well prove so all- 
potent as a bore that it would present no danger of harm. 

In an educational discussion of the present sort, confidently 
counting on its tedium to save it from the character of the sinister, 
we may start with the notion of what education is for. In the play- 
ful, objective way in which we are using words, this may be taken 
as “relevant” to the judgment of a textbook. Three broad types 
of ends present themselves. The endeavor may be (a) to give stu- 
dents the “truth,” including understanding of relations, (b) to 
indoctrinate them with convictions and attitudes supposed to be 
good for them or for society or good in some other sense, or, final- 
ly, (c) to give them what they want, something which will func- 
tion as a “satisfier,” to quote our best-known educational psy- 
chologist. The degree in which these respective aims actually 
dominate the procedure is, of course, not to be confused with the 
degree in which they are present to the mind of anybody in the 
system. 
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Since I have set out to state my personal attitude, where an 
explicit statement offers any hope of keeping that separate from 
the real issues, I should begin by confessing a prejudice. It is the 
“wish” that somewhere in the program of university education 
in economics there might be an emphasis on the first type of end 
listed, i.e., on fact, truth, and understanding. This is a sentiment 
merely; in conviction I have grave doubts. Still, being personally 
interested in the problem of control as a problem (idle curiosity?) 
I should like to see a few others interested in it in the same way 
and see an effort made to analyze it into its elements, to get at the 
origin of the problem in reasons for control, the factual conditions 
of control, results to be aimed at, possible alternatives as to agen- 
cies and methods of procedure, and what if anything can reason- 
ably be known about their probable consequences in action. Nat- 
urally, this has nothing to do with the elementary course. In that 
connection I take for granted utterly different objectives and am 
concerned with the requisites for successful teaching as sociologi- 
cal data merely. 

Regarding books on the subject of control apart from their 
character as textbooks, a similar prejudice should be put into the 
record. It goes without saying that the bulk of this “literature” 
will be produced, like any other commodity, to satisfy a demand, 
meaning, of course, as always, to “create” a demand for itself. 
Any judgment on this fact would be merely scolding or compli- 
menting the universe, which would be childish. But again, the char- 
acter of the books which achieve success affords sociological data 
of the utmost importance in studying the conditions of the control 
problem objectively. And I wish that all the data might be utilized 
in the way above suggested, and that the work might not be on a 
scale so small and lonely as to be completely unknown to the world 
outside the tiny circle of workers themselves. On the basis of 
analogy with what seems to have held good in other fields of study, 
and on general grounds, it may be assumed that there would have 
to be a division of labor between the creative advancement of 
knowledge and its dissemination and application. Hence I should 
wish that there might be such an entity as an “economist” more 
or less distinguishable from such functionaries as journalists, ele- 
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mentary teachers of citizenship, commodity salesmen, political 
campaigners, and post-prandial and other orators, though in a 
democratic society these latter would be much more important 
persons and might justly be more highly paid. In short, I should 
like to see an effort made to maintain a distinction between truth 
and propaganda, as well as, of course, to see propaganda both 
effective and good rather than good but ineffective or effective 
but bad.‘ 

Turning to consider concretely the objectives of education and 
requirements of a good textbook, the first step toward answering 
the question is patent the instant one looks at it objectively. The 
product must sell. Of course, we collide here instantly with the 
tendency to read honorific implications into plain statements of 
fact, but the necessity is just as absolutely determining and just 
as obvious whether an author is imbued with the purest mission- 


4 Between propagandist and truth-seeker and disseminator in the social field, 
the difference in standpoint is so opposed that the actual relation is likely to be one 
of hostility rather than co-operation as far as contemporaries are concerned. Co- 
operation must be hoped for chiefly between a given generation of truth-seekers and 
some later generation of propagandists, including, we may as well say here, ele- 


mentary teachers. 

This does not at all imply that the interest of the truth-seeker should be divorced 
from considerations of action. In the field of social organization, where knowledge 
is so sorely needed and so hard to get, and where it is virtually impossible to test 
any hypothesis harmlessly without a full-scale irreversible commitment, efforts to 
get knowledge must be definitely associated with the effort to avoid bad action and 
promote good. The conscious objective must be “human betterment” in a much 
greater degree than in the case of natural science where it is possible to experiment 
at slight cost in outlay or loss of time and opportunity and where, in consequence, the 
motive of idle curiosity may be counted upon to accumulate useful results. This is, 
of course, the main tradition in economics set by the classical and neo-classical 
writers. It does not involve losing sight of a distinction between getting knowledge 
of the results of action, before acting, and getting action. In the past, economists of 
the main tradition have been rather too much interested in “control” and tdo little 
in sound and accurate knowledge for the maximum promotion of either interest. 

The real practical difficulty is the clash between points of view. Promulgating 
the results of the truth-seeker’s activity must not be confused with promulgating 
the critical attitude. The results must be turned over to the propagandist who will 
know how to show by appropriate mediating slogans (cf. the theory of English law) 
that they do not really involve change, but only correct application of the primal 
wisdom of the system. In case it happens to be change as such, or “progress” which 
is sacred in this primal wisdom, the slight modification required in the formula is 
obvious. 
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ary zeal, or looks at the task in terms of personal glory or a little 
extra change. From every point of view it would be futile, waste- 
ful, and, hence, morally wrong to write a book which would not be 
published, if published would not be used by instructors, and if 
adopted would not be read by students, or even, finally, if read 
would not be liked. In a social order based on individual liberty, 
the ultimate consumer must be, will be, and ought to be given 
what he wants.5 

This point settled, the next step is to inquire as to what our 
consumer does in fact want. First, we may note in passing that 
consumers’ wants are often quite paradoxical. They even like to 
be fooled, and will pay for it, and in free society there arise the 
Barnums and their ilk; they also like to be abused and berated— 
masochism—and an important literary genre supplies the demand 
—wvide the Menckens, also European writers and lecturers on 
America for Americans. Of the various forms of entertainment 
and edification there is need to speak in detail of only one: there 
is nothing people generally like better than to be stimulated to 
imagine high and noble acts and splendid achievements, pro- 
vided the process does not go so far as formulating anything spe- 
cific, still less starting any action. Many branches of literature 
and art are produced in satisfaction of this demand, including 
most of the current output on social control. All of which is emi- 
nently proper and meritorious, though to call public attention to 
it, of course, comes under that interesting category, already men- 
tioned, impertinent pertinence. 

5 Or, as will be immediately protested, made to want what he is given. The differ- 
ence is of absolutely no import for the present argument, and the point is only 
noticed to point out that it has none for the problem of control in general, which is 
the real topic of the essay, and because fallacious assertions in regard to it vitiate 
much social criticism. “In a society based on individual liberty,”” making one’s con- 
sumer want what one wants to give him is a competitive activity, and it should go 
without saying that (a) the pressures in different directions will largely cancel out 
and (b) what the consumer originally potentially wanted will determine which 
propaganda will seem to be effective. People who “control,” or “create,” or even 
“change” wants are the fly on the axle-tree kicking up the dust, the cock that crows 
the sun up. 

The psychological source of this fallacy as regards salesmanship is probably that, 
while it does not materially change the actual direction of consumption, it may be 
a life-and-death matter as between different producers who are specialized as to 
names, wrappers, and different physical appeals to the same basic desires. 
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One point calls for longer notice: there is one thing for which 
there never has been a spontaneous mass demand or any effective 
sales policy, in “school” or anywhere else, and that is the subject 
of my prejudice—objectivity in the treatment of social phenom- 
ena. To say it, is, of course, cynicism and blasphemy, but this 
fact like objectivity as such to which it applies is interesting as 
data to those, if any, who wish to look at phenomena objective- 
ly. The public is, within certain narrow limits, a pragmatist, but 
in so far as it is freed from the most rigorous physical necessity, 
and often before, it is a romanticist. Most of what passes for 
pragmatism in civilized man is really romanticism, since the ul- 
timate objective is irrational. The public’s epithet for science is 
“dismal”—it is partly a mere accident, partly, for special reasons 
not to be detailed here, that the term became connected with 
economics specifically. The public is not interested in “truth” un- 
less it reveals “wonders” of some kind, which as defined by popu- 
lar taste social theory does not, or else shows it useful or interest- 
ing tricks, especially how to put something over on its enemies. 
Objectivity as such is a bore, even with reference to purely ob- 
jective problems; it is a cost, to be minimized and eliminated as 
far as possible without sacrificing a greater gain; it is toil—to 
most men the most terrible form of toil, and to the great majority 
quite insupportable. 

Human beings typically have an inherent distaste for objectiv- 
ity on principle, and habitually try to “beat the game,” to square 
the circle, to produce perpetual motion. In any fair and open 
competition the quack will beat scientific medicine, hands down. 
In fields where the results of this natural propensity are too bad, 
the law steps in and sets limits to fair and open competition as in 
gambling and medicine. 

If this is the situation in relation to objective nature, it is in- 
finitely more so in relation to man himself and his institutions. 
And even in the first field one cannot condemn human nature too 
categorically, for sometimes it does “beat the game” and we get 
a revolutionary advance. In the social field, it would be so terri- 
ble if people thought and behaved objectively that the thought is 
unbearable. (Yet it is blasphemous to remark that they do not!) 
Only exceptionally is “truth” to be placed above “loyalty” (to 
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some value other than truth) or above humanity, decency, or 
success in any good, as well as bad, social activity, with which 
truth is always more or less in conflict. In the field of fundamental 
social realities, such as politics, morals, religion, as noted before, 
there is no such thing as “discussion,” in the proper sense of the 
word, as truth-seeking. “Debates” on these questions there are 
indeed, and the public is interested in nothing more intensely; 
but the idea of really changing anyone’s opinion is a sacrilege, 
where the opinion is accepted in the group, and is a matter of gain 
to one party and loss to another where opinion is divided. To each 
party, of course, its position is “truth,” but it remains so on con- 
dition that content and reasons are immune from investigation. 

Let no one think the situation in institutions of learning is 
different from that among the general public in any striking de- 
gree. Of course, again, it is treasonable and obscene to say it—i.e., 
to place truth above loyalty and other higher values—but every 
worker in politics, economics, and sociology knows, and does say 
it about all the rest, that the “scientific” literature in these fields, 
where it touches fundamental issues, consists essentially of de- 
bate, and the question debated is the chief thing about which the 
parties are in disagreement and about which the disputation ac- 
tually centers. Here also, though this is certainly carrying candor 
quite too far, the prior interests are in personal victory and 
prestige, in promoting some good cause, or in debate as an ar! 
pour Vart rather than in getting at “truth.”’ Such being the situa- 
tion in the “scientific” literature it is not necessary to speak of 
elementary instruction. 

If one continues to “believe in” objectivity in the treatment of 
social data, it can only be for a very select group of specialists, 
and then perhaps only on the ground of a faith mightier than 
reason. As we began by observing, any statement made will, in 
any case, be interpreted in accord with the scripture, “he that is 
not for us is against us’’; and it is hard to contend that language 
means something else than what everyone understands by it. The 
natural purpose of language in this field is to elicit a favorable 
response, and it is hard to resist the logic of the dominant Ameri- 
can philosophy that “truth” is what “works.” If, then, the gram- 
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matical pattern of utterance which elicits a favorable response is 
that of “give ’em hell, boys, hurrah for our side,” this must be the 
pattern of truth, and prejudices to the contrary are just prejudices 
to the contrary. What people want on subjects related to social 
control is either exposure and denunciation or the clarion call to 
action; hence, that is what it is possible to give them and “‘intelli- 
gent” to try to give. Logically, I see this clearly; but the preju- 
dice, knocked down, bounces up again with “what action?” “what 
control?” 

But the real position of practical reason against the prejudice 
of objectivity is far stronger still. It is not only that the public 
attitude makes it futile to try to speak objectively; the public is 
right, and the question “what action” is profoundly wrong and 
immoral. As Shaw’s young Mr. Undershot says in Major Bar- 
bara, there is only one issue behind all disputed questions: it is 
the issue between right and wrong, and every well-bred person 
knows what is right and what is wrong without arguing. There 
can be no neutrality on a moral issue, and all issues are ultimately 
moral; ergo, objectivity is a crime. An illustration is the ideal of 
Americanism. In fact, what is historically American is largely 
turned upside down by the defenders of this sacred principle, 
notably freedom of speech and personal rights, but to say so is 
merely to be un-American. It is interesting to note the quick and 
sure penetration with which the newspapers and the public un- 
mask the pretense of being in favor of “rights” as conceived, 
say, in the Constitution or Declaration of Independence. The 
idea that rights should have any application to the other side is a 
palpable hoax, and such an association of ideas is sufficient proof 
of criminal intent to justify the severest punishment; anything 
like a “trial” is too much of a concession since it condones the 
offense. 

To Mr. W. Z. Foster, freedom of speech and propaganda is ob- 
viously right, and any limitation, wrong, in America; the opposite 
in Russia. The reasoning is simple and rigorous; the established 
order is wrong in America and right in Russia. To Easley, Fish, 
the D.A.R., etc., this is squarely reversed, using the same simple 
and rigorous logic. (Note that it is freedom of “speech” that is in 
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question, not of “discussion”; confusion here would produce a 
deaf-and-dumb world.) To ask either side what is the content of 
slogans like “red,” or “liberty,” or “exploitation,” beyond the 
fact that they mean right or wrong, our side or the other side, is 
merely to mark one’s self as an enemy, and a cowardly, hypo- 
critical one at that. 

The point is that the “principles” by which a society or a group 
lives in tolerable harmony are essentially religious. The essential 
nature of a religious principle is that not merely is it immoral to 
oppose it, but to ask what it is, is morally identical with denial 
and attack. Hence “objectivity” regarding the real premises of 
any argument about social principles is forever barred; the only 
way to know anything about a religious ultimate would be to em- 
brace it in a way which precludes any such irreverent thought as 
that it might be possible or desirable to know anything about it. 

In the Newer Economics, “the control of economic activity” is 
such an ultimate. To ask any of the questions we have suggested 
regarding it, about the subject, agent, object, end, means, process, 
etc., is merely to show one’s self an enemy of control, which is to 
say a traitor to the cause of alleviating human misery. And edu- 
cation in economics is the process of enlistment under the banner 
of “control.’” 

It is time to reiterate once more that all this is set down without 
the slightest critical implication, in confirmation of which I may 
add that I am in complete agreement with the Newer Economics 
on all these points, except for the small reservation explicitly 
made. There must be ultimates, and they must be religious, in 
economics as anywhere else, if one has anything to say touching 
conduct or social policy in a practical way. Man is a believing 
animal; and to few, if any, is it given to criticize the foundations of 
belief and to believe “‘intelligently.”” The natural fruit of a very 
serious effort in this direction is social scorn and intellectual soli- 
tude. The “intelligent” thing to do is, therefore, to “get in the 

6 Another ultimate of the cult is “scientific method.” This must not be compared 
with “scientific method” in any field where the expression has a fairly understood 
meaning. Nor must one inquire into the appropriateness of what is actually done 


in connection with any definable problem. The term is to be defined as the “pro- 
cedure,” or “various procedures,” of the Newer Economics. 
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game,” to repudiate “gray theory” (objectivity), and to embrace 
the green-golden tree of life (propaganda). Serious mass-educa- 
tion, accordingly, must be the process of recruiting under banners, 
preferably the right banners, meaning the side of the dominant 
trend, when there is one, but in any case under some banner. The 
impartial, tolerant individual is the Buridan’s ass of the moral 
world; instead of standing between two bundles of hay to starve, 
he stands in the no man’s land between the parties, more hated 
by each than the enemy, to be riddled by the fire of both sides. 
And it serves him right. To inquire into the ultimates behind ac- 
cepted group values is obscene and sacrilegious; objective inquiry 
is an attempt to uncover the nakedness of man, his soul as well as 
his body, his deeds, his culture, and his very gods. In the inspired 
folk-wisdom, as will be recalled, you cannot look upon the face of 
God and live; and the thirst for forbidden knowledge was the 
primal sin which man still expiates by toil, and pain, and death. 
Individuals have to have clear, clean-cut distinctions, like right 
and wrong; and groups have to have agreement and like-minded- 
ness to survive. Social tolerance of alien innovations is a symptom 
of decadence. Tolerance of the alien individually is especially 


dangerous, because, not being blinded by the religious dust of 
group self-worship, he sees the people and their ways with an “‘ob- 
jectivity” that makes them helplessly his prey. The boundary be- 
tween the fields of tolerance and intolerance is a serious historical 
problem; when people cannot agree on this they must fight—and 
all become heroes, alive or dead, as the case may be.’ 


7 It is interesting that ideas of Wrong are much more sacred than ideas of Right; 
the categorical imperative to hate and to smash is much stronger than that to ap- 
prove and create. The tendency to personification is correspondingly greater. It is 
indefinitely more true of the devil—what Voltaire said of his counterpart—that he 
“must” exist, that if he did not we should have to create him. 

An interesting example of confusion between the two kinds of talk about social 
realities is the effort to make people religious by giving them instruction in the his- 
tory and psychology of religions. (Of course, it is sometimes done for the opposite 
purpose, i.e., done intelligently.) The same applies without much, if any, qualifica- 
tion to all “moral education” and to the efforts of those philosophers, notably 
Bentham and Spencer, but including most of the utilitarians, who were pushed by 
the noble desire to place morality on a rational basis and save the world from the 
catastrophe impending with the decay of the historical religions. Spencer saw and 
emphasized the historical principle that means become substituted for ends, but 
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As to objectivity, a glance at the history of our species shows 
that it has always lived by the uncritical acceptance of some form 
or other of holy humbug. Formerly it was the “divine’’ appoint- 
ment of priests and kings; in modern bourgeois democracy it is the 
doctrine that the voice of the people is the voice of God, meaning 
the political wisdom and impartiality of the mob taught to read 
newspapers and educated on the kind of newspapers their demand 
creates. And one of the most specially endowed and adorned 
chapels in the temple is higher education. (And any impudent 
urchin who starts to remark that the emperor has no clothes on 
should probably be strangled at the first syllable.) Undoubtedly 
there is more intellectual substance in the content of university 
teaching and research than in newspapers, and there are some 
kinds of truth and ways of approaching truth which, being innocu- 
_ ous, are more or less freely handled. But any contention that, in 
connection with the things that mold the character of life in soci- 
ety, education achieves or seriously attempts to arrive at funda- 
mentals, or to make any material change, is merely an illustration 
of our theme, the lack of objectivity. (In some cases the work in 
philosophy is in some ways an exception, but if so it is tolerated 
only because it is no real exception and remains harmless.) It is 
incredible that anyone should think education could be other than 
a part of the system and of a piece with the rest of it, and probably 
no one really does. 

As to what education ‘“‘teaches” people about themselves, it 
goes without saying that it gives them what they want; like busi- 
ness, its standard must be “satisfied customers.’’ What it says 
must be dressed up as a revelation of new truth, but must be the 
gratification of the dominant wiil-to-believe. Its teaching may, as 
already noticed, be critical and iconoclastic in form, but, while in 
the abstract it can paint its scholars as ignoramuses and miserable 


could not see the most conspicuous consequence, namely, that the “real ends” which 
we reach by reasoning about the why of behavior have no emotional drive. 

A similar principle holds in the realm of factual inquiry, namely, that the fallacies 
of the logicians, especially the ad hominem, are the only arguments which have any 
natural human appeal and hence are the only ones which are of use in popular dis- 
cussion. This would be one of the most important principles of education, and of 
social control generally, if these things could be based on principles. 
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sinners, in particular and in comparison with competing models 
they will be found to measure up. This is both necessary and 
right. “One man can lead a horse to water, but ten cannot make 
him drink.” It is unthinkable that people will be taught much 
without their consent or that they will want to be made very 
different from what they are. Man creates his gods in his own 
image, and while it has been said that “an honest god is the 
noblest work of man,” and while it is undoubtedly a noble saying, 
in fact a non-partisan god is about as rare in history as a non- 
partisan politician or any other sort of man. As the philosopher 
said, the first law of being is that of perseverare in esse suo; and he 
might have added that the second law is the generous wish to 
mold all other beings to conformity with its own superior design. 

The faculty or disposition of genuine self-criticism is not un- 
known, but it is exceptional; and of much greater importance in 
understanding the nature of education is the greater and exceed- 
ing rarity of any appetite for critical remaking at the hands of 
anyone else.* Moreover, one must be grateful to “whatever gods 
may be” for the high resistivity of mankind to education. Let 
anyone tempted to think of it as a method of rapidly transforming 
people reflect but a moment as to whom he himself would put 
in charge of the job, supposing that he could appoint one official 
and exclusive “‘transformer” and keep some hundreds of millions 
of others from transforming in as many directions at the same 
time, and the wisdom of Providence in this regard will be appar- 
ent. Anyone who would accept the task would thereby prove his 
own unfitness for it. If anyone were suspected of possessing an 
effective technique of education he would have to be summarily 

® One of the most interesting aspects of “teaching,” since it is a thing everyone 
wants to do to everyone else, and nearly the last thing anyone wants anyone else to 
do to him (though the “like-to-see-you-try” attitude is common enough), is that it 
is possible to collect money for it. The answer is, naturally, that it isn’t. What 
“teachers” are paid for doing does not involve any transformation more than skin 
deep, and what there is is chiefly in the direction of the same thing only more so. 
Another corollary of the same principle is that educating in any more than a super- 
ficial sense is more likely to be accomplished by dead men than live ones, since this 
circumstance greatly reduces the shock to the amour propre. In the same way, books 
are more likely to have some effect than direct contact—or were; the modern age is 


growing familiar with books, and learning that they are written by other human 
beings and not dictated by the gods. 
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dispatched and all his effects burned. Any two persons in posses- 
sion of this secret would constitute the irresistible force in contact 
with the immovable object, the thought of which made the 
Olympians shake in their shoes. The notion is essentially mean- 
ingless. A technique implies a known intended result of an opera- 
tion, and there is no definable result of education, or any other 
social control. Teaching, when it is connected with learning, is a 
co-operative and an explorative act. 

Man is a contrary animal, and social control a paradoxical con- 
cept. The truth was old when the poet phrased it patly that “men 
must be taught as if you taught them not.” But the poet lived 
before education had become the “bulwark of society’”’ and more 
education the panacea for its ills, i.e., before it had become a re- 
ligious ultimate, also a huge vested interest. It was not then car- 
ried on in large wholesale establishments dedicated to and named 
after the purpose of education, with the word graven over the 
door, as it were. In these modern circumstances relations natural- 
ly undergo another inversion. In a society in which education is 
holy and in a place to which people nominally resort for education, 
everything must be effectively, even ostentatiously, labeled edu- 
cation. However, no one with any I.Q. to speak of will imagine 
that all this changes the essential facts of the case. We merely 
have a new paradox on top of the old; men must be not-taught as 
if you taught them, at the same time that they are taught as if 
you taught them not. What they are directly given must be a 
“satisfier,’’ but cannot, like other forms of entertainment, be sold 
under a descriptive label. 

Enough has been said to indicate the requirements of good and 
successful teaching. There are always certain words, like “jus- 
tice,” “liberty,” “progress,” “service,” or the like—they could be 
learned from nearly any newspaper editorial or address at a busi- 
ness luncheon club, or even in a few minutes’ casual street con- 
versation—and the fact that one has been through school, not to 
mention pedagogical training, will tell one how to dress them up 
in proper academic style and flavor. A fair personal presence and 
lingual facility are the only special requisites. At the present mo- 
ment, “social control,” or, even more up to the minute, “social 
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planning” would be the favorite items, as devising millennia has 
more appeal than introducing a sane currency system or foreign 
trade regulations which would tend to remedy the evils of the 
situation. The main essential in the proceedings is to steer dis- 
cussion far enough from any question as to what the “words” 
concretely mean, as this would mar their appeal. But the natural 
good sense of most teachers saves them from any danger of trans- 
gressing in this regard. If in any case it does not, that “‘case”’ 
would be better advised to take up some mechanical pursuit. 
(One can behave honestly toward machines and get an honest re- 
sponse.) 

In the light of this analysis the evidence of educational progress 
in the teaching of collegiate elementary economics in America 
since the war is clear and gratifying. It has been more and more 
brought into harmony with the great ideal of Democracy, for 
which the war was fought. “Objectively” defined, democracy 
means competitive salesmanship in every field of activity, goods 
and services, political programs and candidates, social attitudes 
or creeds, and plans of salvation. (It will be recalled that the 
peculiarity of social phenomena is that, when the name of the 
flower is changed from rose to skunk-cabbage, the odor changes 
accordingly, which may constitute a reason for not defining some 
things objectively.) The working of the “invisible hand” in this 
connection will hardly escape notice. It is now fairly clear that in 
the period in question education passed a critical point in its his- 
tory, similar to that which modern industry is said to have passed 
a generation or so earlier; namely, productive capacity caught up 
with the expanding demand, and the focus of the management 
problem shifted from production to marketing. Educational in- 
stitutions and departments do not wish to be futile or wasteful, 
and they wish to keep on living. Consequently, the elementary 
economics course has tended rapidly to get out of the hands of 
“mature scholars,” “pedants,” “back-numbers” (the name is im- 
material), and into the hands of up-and-coming youngsters who 
can and will make it “go” in terms of numbers, which is the prag- 
matic test of soundness, and of the enthusiasm which means more 
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numbers next time. And it is superfluous to remark that the writ- 
ing of textbooks followed the same line, with a slight lag. 

Again, this is not a criticism, or judgment of any kind. Who- 
ever thinks it “could be changed” is simple; a dictatorship of eco- 
nomic pundits would make little difference, since dictators are in 
the same position as teachers; they want to be useful and to keep 
their jobs, which under the effects of the basic competition of life 
become the same thing; and we call it democracy. Whoever would 
try to change it would be an enemy of the social peace, order, and 
well-being. One man cannot lead a society to water, nor make it 
drink; and there is no fact for which any intelligent man should be 
more grateful. And this fact is the content of the first and most 
important chapter in any “objective” treatment of the problem of 
social control. Like-mindedness in beliefs and ideals regarding it- 
self is the really important thing in society, and to produce and 
maintain it is the really important function of education in the 
social field. That the unanimity has to do with symbols, and that 
a part of the task is to keep people from asking what these sym- 
bolize in any concrete sense, is a mere corollary; for nothing is 
more obvious than that any such questioning would turn the like- 
mindedness into universal enmity and conflict. The teaching of 
social science on any considerable scale must be of this sort, and 
inevitably will be, and there is simply no problem. 

The problems of university social science teaching begin at this 
point. One negative problem or danger is that in excess of zeal to 
avoid innocuous ineffectuality institutions may become involved 
in controversies so defined that the parties in conflict will know 
which side they are on. Propaganda on issues actually drawn is a 
sword, and they who take it up must be prepared to perish by it. 
This would be a calamity; the real function of educational institu- 
tions in fields connected with political action is elsewhere, and the 
university that wants to serve, and to live, should stick to the 
currently popular synonyms for truth and beauty, progress and 
high ideals, and to “facts” of a non-controversial character. The 
main positive problem is set by the fact that there are occasional 
individuals among faculties and student bodies who are interested 
in groping toward truth in the sense of objective problem-stating 
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and problem-solving in the field of social phenomena. The ques- 
tion is whether they will be enabled to do so and to lead a more or 
less human existence in some obscure corner, in the attempt. This 
is a terribly serious and doubtful question; the arguments in 
terms of the visible interests of universities and of society alike 
are decidedly against such a policy, since if it were not a costly 
waste, the chances are that its effects would be predominantly 
harmful. Certainly the large general courses should be prevented 
from raising any question about objectivity, but should assume 
the objectivity of the slogans they inculcate as a sacred feature of 
the system. 

There is another, more definitely practical problem already 
hinted at, which, as also already observed, is chiefly one of defi- 
nition. There are fields in which societies do take action, and in 
part this does not involve conflicts of interest, or would not if 
the facts were understood; and in part, also, it is theoretically 
possible to act “intelligently,” i.e., to foresee to a significant de- 
gree the consequences of action. The first and main problem, ob- 
viously, is to define this field. It happens to consist largely of the 
ground covered by the traditional price economics of the “sta- 
tionary state,” within which price measures of ends and means 
are, in fact, generally accepted. With reference to long-run effects 
or historical changes, the price measure is, of course, not accepted 
as valid, nor are the effects of action in any high degree predict- 
able. Outside of the field where price measures exist, again, there 
is little agreement on ends and little predictability; everything is 
controversial. (Even as regards the criminal law I have heard a 
distinguished criminal lawyer and judge, not known for radical- 
ism, express doubt as to whether extant social practice increases 
or decreases the total damage from crime.) In all these regions, 
the problem of “science”’ for the visible future will be to “de- 
fine objectively” the field in which science has something to say. 
The problems of the so-called “static” economic theory, however, 
are about as general and permanent as any problems of the hu- 
man mind. The adoption of neither socialism nor communism 
would change the character of the general theory substantially; 
its validity could be escaped only by a social order based on the 
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principle that it is better not to think about whether limited re- 
sources are used to create results of more or less desirable char- 
acter. On the other hand, as also previously remarked, no society 
based on an effort to reflect intelligently about means and ends is 
likely to live peaceably if it gets far away from the real substance 
of democracy—the settlement of public questions in accordance 
with the general will and opinion, in so far as such exist. In view 
of these two facts the problem of the relations between objective 
knowledge and action in this field takes on a special character, 
which, however, cannot be further discussed here.® 


* To avoid misleading implications it would be necessary to add a few general 
remarks on the personal and political functions of education. The everyday prob- 
lems of human relations are, of course, not solved or solvable scientifically, and a 
serious training in this habit of mind in relation to them would merely make the 
student ineffectual and unhappy. The social need is for men of whom there is no 
doubt as to where they stand, men who are reliable in loyalty, sentiment, and opin- 
ion. The relation of these qualities to objectivity of attitude needs no elaboration. 
The requisite is a right sense of values, meaning labels. Now, whether or not one 
should say so, values do not inhere in objective configurations but in symbols, 
practically in such things as slogans and parties. These are partly aspects of the 
same phenomenon, but are not quite on the same level. The party—a quasi-person- 
ality—or, ultimately, the individual person, is the more “fundamental.” When the 
doubting disciple protests that he does not know the way, the answer is, “J am the 
way, the truth and the light.” So, if one asks what a party stands for, the answer 
might be “we are it.” This is sound political philosophy, as, notably, Cooley and 
Wallas have shown. The real procedure and the real hope of democracy lie in the 
judgment of issues by the personalities supporting and opposing them, rather than 
the converse. Of course, the two processes interact, yet the priority is as indicated. 

There can be no doubt that the real education in social relations, this sound sense 
of values, is more effectively imparted if idealists and rational theorizers do not 
have too much to say about it and the system is left to its own forced and rather 
unconscious adaptations to conditions. In general, it is well that the places of re- 
sponsibility tend to fall to men of the practical type or distinguished for publicity 
qualifications. The best that young people get out of education comes through a 
kind of informal contagion rather than explicit technique. If competition can be 
kept reasonably free, the “serious” students, though few in number, will have in- 
fluence out of proportion, and the “serious” teachers will get a chance to live in as 
large a proportion as the situation can reasonably support. 

The most essential fact about education is the bearing of a “principle of indirec- 
tion” which runs all through human affairs. (And not only through the pursuit of 
pleasure, the case that J. S. Mill pointed out and that disturbed him.) Nothing 
could be more disastrous than to judge education by the results it is nominally sup- 
posed to aim at. Hence one form of “objectivity” which is particularly dangerous 
is the attempt to measure the effects of teaching. Readers are familiar with their 
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If such is the general character of education, where it impinges 
on fundamental, life-guiding interests and beliefs, such will be the 
character of any “social control.”’ In general, mass education has 
shown wisdom enough to keep out of this field; our public schools 
are legally prohibited from entering it in the case of religion, and 
practically prevented informally in the case of morals and politics. 
(The slight exception of the study of “philosophy”’ is a good indi- 
cator as to how much “objective” study may amount to.) 

One simple confusion is the primal source of the flood of foolish- 
ness poured forth on the subject of social control. Because the 
“behavior,” or “institutions,” or “human nature” of men consists 
in the concrete of “voluntary” acts, and because in the course of 
history the thing does change, it is assumed to follow that it can 
be changed, or that it makes sense to say that it can. What does 
follow is that “if” people, with some degree of unanimity, want 
to change their institutionalized behavior they will do so; the 
whole meaning of the proposition is in the word “if,” and its mean- 


general character. I myself once started such an inquiry in the field of elementary 
economics. A crude beginning at testing with questions intended to show ability 
to reason correctly about the simplest real economic problems untechnically stated 
showed a very slight improvement as a result of two years of university teaching 
(for 250 students taught by a half-dozen instructors). Many individuals scored worse 
at the end of the Sophomore year than at the beginning, and if it had been possible 
to partial out the effects of mere learning of new words and of the year’s advance in 
maturity, the result would, of course, have been worse. Naturally enough, the ex- 
periment was stopped from above before it went far. 

I was still more interested in a similar experiment by a friend in the field of 
chemistry, where the problems are, of course, simpler and more definite. His im- 
mediate objective was to investigate the complaint of university teachers of the 
subject that high-school preparation in chemistry is worse than none. He found that 
on a test for general knowledge of chemistry, high-school students stood definitely 
higher than those who had taken a year of it in three universities. The answer is 
obvious; a certain knowledge of “lingo” is the most that most of them ever get any- 
way, and the high school catches them at an age when this comes more naturally. 

But this does not prove anything in a practical sense and in so far as it seems to 
do so is dangerous. If one simply looks at the graduates and the entering class, in- 
stead of at their examination papers, it is indisputable that something happens to 
them in school. The Senior has less idealism than the Freshman, but vastly more 
sense, and he has both more idealism and more sense than the man who went to 
work instead of to school. Some of this is no doubt the effect of selection, but not 
all. 
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ing is one of the most difficult of problems. The French philoso- 
pher, Paulhan, somewhere remarks that when we say anything 
might be different we are able to put the words together gram- 
matically in this way because language is an inheritance from ig- 
norant ancestors. Now if “facts’’ mean anything, such facts as 
effort and error, coercion and persuasion, essential in human be- 
havior, meaningless in natural process, the philosopher is wrong; 
in the moral realm men can and do perform the mechanical mira- 
cle of lifting themselves, and also that of lifting each other, simul- 
taneously. 

But it does not follow from this that there is sense in the notion 
of “changing” human nature. If men are “free’’ they are not sub- 
ject to “control” other than their own, and, if there is no freedom, 
we are all alike under the absolute “control” of physical causality, 
and all talk of social control is nonsense. Literal ‘“‘control’’ means 
that some are “free” to “control” others, meaning, again, that 
they have power to do so. We confront the old question, or ques- 
tions, of the réle of the individual in history; how much and how 
fast can one man change the course of events, and what is the 
likelihood that any change he does produce is for the better? Even 
afterward, we cannot tell with any precision. In the mutual strug- 
gle of millions of individuals the effect produced by any one on all 
the rest must very exceptionally be appreciable, and its character 
depends on the good will and good foresight of the far future of 
those who do achieve some power. Historical students agree that 
most “leaders” are largely followers, or accidental symbols of 
movements. 

Much of the fallacy rests on a grammatical slip, which will call 
for notice in Professor Slichter’s book—the use of pronouns with- 
out an antecedent. It is said that “you” can or cannot change 
human nature. The statement that would have meaning would 
be that “I” can change it, presumably by getting others to help 
me. The argument overlooks the two facts: that innumerable 
others are trying to change things in as many directions, and that 
at the same time most others are resisting change for reasons as 
clear and good as those actuating the would-be changer. 

Should any would-be “scientist” in social phenomena intrude 
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on the public with an “objective” discussion of these matters? 
Surely not. Some of the bubbles on the famous river are inspired 
to noble endeavor and happy feelings by the thought that they 
are the midwives, if not the procreators, of a new era; most of 
them think that the old era is in essentials a sacred inheritance, 
the slow and painful accumulation of past ages. If a few indi- 
viduals with an aberrant trait called love of truth are bent on 
showing that both attitudes rest on illusion, it seems that they 
should be compelled to do it decently behind a high wall from 
those whose holy images they desecrate. (From a “really ob- 
jective’ point of view, it is interesting how many individuals 
manage to play all three of these réles without any discomforting 
sense of internal disharmony.) 


Ill 


After this long preparation in explaining the basis of judgment, 
a general characterization of Modern Economic Society can be 
given in brief compass. Enough has been said to remove the 
original mystery of its being a great textbook without saying any- 
thing about its ostensible subject matter—economics from the 
standpoint of social control. In fact, measured by the standards 
here so laboriously developed, it is undoubtedly a very superior 
performance, admirably designed and executed for the true pur- 
pose of such a work. Its appeal is directed, as it should be, to the 
heart rather than the critical intelligence. The creative spirit of 
the author has worked in the right way, in freedom from the 
shackles of any conscious objective definite enough to raise ham- 
pering questions. Like the artist and creative worker in all fields, 
his sure eye was on the work and he trusted his sure hand to make 
the strokes without nervous blocking or interference from the 
centers of discursive thought, injecting impertinent analytical 
what’s and how’s and why’s. As a result, the book is exceedingly 
readable and interesting, yet combines this trait with the air of 
high moral seriousness befitting a university textbook, and also 
with the confident assurance of revealing new and vital Truth. 
While its general tone is that of the preacher of a crusade, it is 
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enlivened with the most interesting facts.*® The effectiveness of 
these facts for the purpose in view is increased by the detail that 
what they illustrate, when anything, is a negative statement the 
positive of which would not be asserted. The style of the book has 
the exhilarating quality of a marching song, with about as little 
intimation as there is in ““Onward Christian Soldiers,”’ as to what 
direction “onward” may be, or the nature of the road, or the ap- 
propriate travel vehicle or motive power. Obviously, as in the 
case of the song, any mention of such topics, even any failure 
to make it impossible to think of them, would simply spoil the 
effect. The book tells “all about control” from the standpoint 
correct for an elementary textbook, from which it would be im- 
pertinent to ask specifically what is to be controlled, or by whom, 
or why, or toward what objective, or by what means or method. 
In short, it is undoubtedly what several competent reviewers have 
called it, “the best yet” in the way of a college text or treatise for 
the intelligent general reader on the subject of economics. In the 
face of the incompatibility between critical examination and anal- 
ysis, and making its subject seem interesting and important, it 
has whole-heartedly chosen the latter objective and avoided mix- 
ing the incongruous. For the purpose, then, in particular, of build- 
ing up large and interested classes in economics, imbued with the 
progressive spirit of “there ought to be a law,” it surely approxi- 
mates the ultimate ideal. 

It must seem anticlimactic to turn from general encomium 
(honi soit qui mal y pense) to concrete detail, but a few more ex- 
plicit references are in order, both to document the general char- 
acterization of the book under review and, by way of developing 
that effort to approach an objective view of the control problem 
which is the more serious aim. One of the early questions which 
might be asked regarding “control’’ is that of who is to control 
and who or what is to be controlled. The author’s success in ex- 
cluding any reference to tangible, and, therefore, questionable, 


For instance, that the smoke nuisance in London has been estimated to cost 
$21,000,000 annually, exclusive of the waste of fuel it represents (p. 90); that a soap 
maker made a million dollars worth of paper pulp from fiber reclaimed from cotton 
seeds (p. 126 n.); that advertising increased the per capita consumption of raisins 
from 1.16 to 3.41 pounds per year in five years (p. 557 and n.). 
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issues is illustrated by the title of the first section of the first chap- 
ter: “Our Imperfect Control of Industry.” The use of pronouns 
with no antecedent, or a question-begging one, and of personified 
abstractions as if they were breathing monsters waiting for the 
sword of a flesh-and-blood Theseus or Siegfried, is one phase of the 
author’s effective literary technique. If in this case the pronoun 
were to be given an antecedent, “we’’ would presumably refer to 
people generally, or all parties concerned in the issue under dis- 
cussion, or all reasonable men. Now an explicit statement that 
“everybody” feels a common, unanimous wish to “control indus- 
try” in any particular way and cannot do so “perfectly” would be 
so patently absurd that not even a pragmatist educator in a col- 
legiate textbook in social science would print it in that form. If 
there is any sense in inquiring what such statements “mean,” the 
implication here, as in the Newer Economics generally, seems to 
be that a group of young American professors and writers have 
suddenly discovered the idea of improving the social-economic 
organization, which no one ever thought of before, that the prob- 
lem is so simple of solution theoretically and practically that there 
can be no difference of opinion as to procedure, and, hence, all that 
is necessary is to call public attention to the project. As regards a 
textbook, this is, of course, no criticism, the aim in such a work 
being to arouse interest rather than to inform; but the same type 
of argument fills papers and monographs of the school, in contexts 
where somewhat more than political propaganda might seem to 
be in order. 

The farther one reads, the more one is impressed by the literary 
success, conditioned upon seeming to say weighty things while, in 
fact, what seems to be said or implied in one sentence is generally 
taken back in the next or before proceeding far. So effective is 
the subtle use of innuendo, however, that this seems rather to 
heighten the effect. For example, at the outset of the second sec- 
tion (p. 11) we find, set over against the list of problems calling 
for action in the first, the admission that the possibility of acting 
successfully depends on ability to foresee the results of action, 
which, in general, “we” cannot do; yet “this does not justify in- 
action.” If there is anything about “modern economic society” 
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which to “us” appears unideal, “we’’ must proceed at once to 
doctor it. No inquiry is in order as to whether the patient is ac- 
tually sick or merely reflects the nature of the materials of which 
it is made and that of the universe at large, nor even as to what 
“our” ideals really are; if it is a case of disease, no question is to 
be asked whether “we” have any treatment which will have any 
effect at all, or, if any, whether it is likely to do more good than 
harm. 

Throughout the book this innuendo will be found commonly to 
turn on the same literary trick of the double negative, as in the 
phrase “‘not justify inaction.” It is an argument against a hypo- 
thetical argument against “control,” and not an argument for 
anything discoverable. The mythical “‘argument against,”’ against 
which the author trains his devastating artillery is, of course, im- 
puted to previous economists, but again by innuendo rather than 
direct statement. The early paragraphs of this second section are 
so characteristic of the whole trend of the Newer Economics, i.e., 
so antithetical to any realistic discussion of the problem of social 
improvement, that the reasoning should be followed in some de- 
tail. Referring to a “bitter dispute’’ as to whether “‘any good can 
come of subjecting economic phenomena to conscious control,”’ 
the text continues: 


During the nineteenth century a curious philosophy of economic fatalism 
attained great influence One form . . . . was based upon the idea that 
economic phenomena are governed by natural law and that efforts to control 
them are attempts to interfere with the inexorable working of nature; that, 
at the best, such efforts are bound to be futile, at the worst they may do 
much harm. More penetrating reflection would have shown the error in this 
reasoning. As long as man can alter conditions, he can “interfere’’ with na- 
ture—just as he “interferes” with the law of gravitation every time he con- 
structs elevators and drinking fountains. It is extraordinary that in no realm 
except that of social relations are we told that we must passively accept the 
fate which nature metes out to us. 


Here it is the personified abstraction rather than the pronoun 
without antecedent which is made to turn the trick. It all sounds 
plausible enough—until one asks what is meant concretely by 
“nature” in “the realm of social phenomena” with which “‘man”’ 
is to interfere, and what is meant by “man” who is to do the inter- 
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fering. Then, of course, it is apparent that the two are identical, 
and the comparison has no meaning whatever. If we make the 
proposition say something by putting in place of “man” and 
“nature” either all men or any particular man or group of men, 
the absurdity is palpable. If all men were agreed on a program of 
action for all men to follow, “control,” so far from constituting a 
serious problem, would be carried out automatically, no doubt un- 
consciously. On the other hand, the alternative of putting par- 
ticular men in a position to “interfere’”’ with the conditions affect- 
ing the behavior of other men, and so giving them “control,” is 
again a thing which would hardly be urged in print in words which 
said what was meant. Even the communist and fascist campaign- 
ers, though they sometimes go amazingly far toward frankness, 
are discreet enough to keep the essential meaning out of direct 
view. 

Psychologically, however, the most plausible explanation of 
such reasoning is that the hypothesis of real control is fermenting 
in the minds of the newer economists, with themselves in the réle 
of controller, or perhaps the controller’s grand vizier. It is quite 
normal for men to think of themselves as in the possession of vast 
power, and to assume unquestioningly that grand and good results 
would flow from the arrangement. However, even this hypothesis 
does not go much farther toward making the argument defensible 
than it does toward making “control” axiomatically desirable to 
the great mass not in the happy position of controller. For it is 
clear that the writers have neither considered what they would 
actually do with power nor even what forms and degrees of power 
are realistically conceivable. Even if a dictator could work mira- 
cles he could hardly re-order the world so that men could be in a 
number of places at the same time or that each could be emperor 
over all the rest as worshipful subjects. To raise questions as to 
what could really be done by humanly probable “‘interference”’ 
through “altering the conditions of human behavior, or whether 
any man in his right mind would advocate putting actual persons 
in a position so to interfere, would have about the same effect on 
the “argument” of Modern Economic Society that insistence upon 
the definition of terms would have on the “argument” of the 
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Blessed Hymn. Of course, the effect of mentioning the implica- 
tions of this ‘“argument”’ will be merely to get one’s self tagged as 
a reactionary, a fatalist, cynic, or enemy of humane progress. (I 
am not guessing: I have tried it on individuals, classes, and uni- 
versity audiences representative of the social philosophy of the 
Newer Economics.) One word of warning to imaginative pro- 
fessors of economics would be in order if they would pay any at- 
tention to it, namely, the evidence (which they might investigate 
at leisure) is fairly convincing that when “‘control’’ over society is 
set up it will be done ¢o such people and not by them. 

If there were any point to arguing against the argument of 
economic fatalism—i.e., if what is relevant even from the stand- 
point of an arbitrary interest in getting more action were not 
rather an analysis of the conditions and possibilities of action so 
that the action which is taken would be semi-intelligent—the au- 
thor might have noted the outright contradiction between the 
idea of the impossibility of interfering with nature and that of 
any danger in attempting to do so. Of course, the fact of the mat- 
ter, which explains everything, is that it is all a literary straw 
man. No one whose opinion would be taken seriously ever ad- 
vanced the argument against action against which Professor 
Slichter so valiantly tilts—with fallacies much worse than those 
he attributes to those he is supposedly confuting. In words omit- 
ted in condensing the quoted passage he even admits that the 
doctrine “enjoyed little credence among economists’’; yet on page 
49 we find this passage: ‘Perhaps the most striking aspect of the 
theory of free enterprise is its assertion that intervention of the 
government in economic activities is unnecessary.”’ Only the 
neuter pronoun “it” (again a pronoun with no antecedent!) saves 
this from going beyond innuendo, and the falsity of the insinua- 
tion is palpable. But there is no mystery about such utterances; 
the triumphant annihilation of non-existent opponents is one of 
the favorite “old reliable” devices for imparting human interest 
to argumentative exposition." 

™ By comparison with some representatives of the Newer Economics, Professor 


Slichter is at least to be commended for using the neuter pronoun instead of mis- 
representing the position of actual economists by name. For an example of the 
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This “curious philosophy” of the applicability of the logic and 
procedure of scientific technology to the solution of social prob- 
lems is carried to its logical, or naive, limit by Professor T. V. 
Smith, an academic leader in the pragmatic philosophy which the 
Newer Economics in general enthusiastically follows. The first 
sentence of his paper on “Communism and Social Intelligence” 
(International Journal of Ethics, January, 1932) reads: “The most 
notable difference between communistic and capitalistic psychol- 
ogy is the larger confidence of the former in intelligence for social 
direction.”’ The entire pseudo-meaning again turns on the use 
of an abstraction, namely, “intelligence.” Restated in concrete 
terms, the “confidence in intelligence for social direction” mani- 
fest in communism is respect for military force in the hands of a 
party or clique self-selected by the same logical argument. By this 
means the “intelligences” great and small of the general popula- 
tion are led to have confidence in those of the ruling party. To 
one without the special light of the pragmatic philosophy it would 
seem that, in speaking of confidence in intelligence, much would 
depend on whose confidence and whose intelligence. Whether 
the individual communist or citizen under the rule of communism 
has more confidence in (a) his own intelligence or (6) that of 
others, as compared with an American politician of Tammany 
Hall or the Republican National Committee in the one case or 
Mr. Average Citizen in the other, I know no way of ascertaining. 
To be sure, it is no “logical inconsistency” for a pragmatist to 
identify confidence in intelligence with distaste for a bayonet in 
one’s bowels. If intelligence is defined instrumentally, and bay- 
onets are a more effective way of achieving a given desired result, 


latter procedure, see Professor M. A. Copeland before the American Economic As- 
sociation, December, 1930 (Proceedings, March, 1931). That is, Slichter’s manners 
are better than Copeland’s. But the damage to “truth,” if the word may be dragged 
into a discussion where the issues are of a different sort, would be worse. A little 
reading of the economists Professor Copeland names will show anyone interested 
that the doctrine he imputes to them is not generally that which they held, and, in 
many cases, more nearly the opposite. (Of course, there is no implication of any 
intent to do wrong in the use of the word “misrepresent” in connection with any 
statement by a newer economist; in general, there is no doubt that “reformers,” in 
the broad sense, include the most “honest” of human beings.) 
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then the difference is merely a quantitative one, in favor of “con- 
fidence in” bayonets. Whether the difference is of this form to the 
non-philosophical general population affected is a question they 
would do well to ponder “beforehand.” 

To the few possible readers, previously referred to occasionally, 
who may be interested in “social control’ as a concrete practical 
problem, there will be no difficulty in seeing why economists who 
have had, rightly or wrongly, other literary aims than those of the 
Newer Economics and who have, therefore, tried to use language 
to reason from conditions to conclusions rather than to get read- 
ers “on the right side” have been somewhat cautious in their 
treatment of control. Of course, it is all a matter of aims, and I 
have spent enough space proving that those of the slogan-mongers 
correspond with the deeper interests of society. However, it may 
be in order to warn readers with the curious antisocial prejudice 
for fact and sound logic to be on their guard in reading the Newer 
Economics. If they look at it from the standpoint of their own 
prejudices and forget that it is good work done in a good cause, 
they may suffer annoyance; for it is not the kind of pure literature 
which gets a high rating either as poetry or as humor. In fact, ifa 
“constructive” suggestion is in order, it might make the reasoning 
more agreeable to take if the logic of “control” were applied to 
the weather instead of to “economic society.”” The main proposi- 
tions would fit perfectly, with only the change in the key words, 
and much might be said for the superiority, as a practical project, 
of applying the control in the meteorological field. Undoubtedly, 
“our” control of the weather is equally “imperfect”; the “need 
for control” is as great, or at least there is fully as much “kicking” 
about the way in which it actually behaves; in particular, the 
weather is subject to cyclical changes and other fluctuations which 
are often very inconvenient to great masses of people, and dis- 
astrous, even fatal, to not a few. “We” should, no doubt, find it 
exactly as easy to reach unanimity as to the precise results to be 
aimed at, also the methods of procedure, and as to who should be 
appointed to press the buttons and give the orders, and what 
should be the salaries and social emoluments of such function- 
aries. Finally, and most important, it is exactly as true that lack 
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of knowledge of any mode of effective action “does not justify 
inaction.” On the positive side, there are great and evident ad- 
vantages, from a promoter’s standpoint, of undertaking to control 
the weather rather than society. The chief are, of course, that it 
would have no troublesome “rights” which would have to be con- 
sidered or wishes to be consulted, no obstreperous will of its own 
or power of conscious resistance to manipulation. 

In view of the general conception of the control problem which 
has been indicated, nothing concrete on any of the phases into 
which a realistic examination would analyze the problem of con- 
trol is to be expected in Modern Economic Society, and this holds 
for the Newer Economics at large, although control is its pet 
theme. The problem is one of social organization, the proposal, 
one of changing the form of social organization. The main ele- 
ments of realistic study would be to investigate the nature, func- 
tions, and problems of social organization and, on the basis of the 
results, to attempt, first, a critical examination of the existing sys- 
tem in the light of stated ends and actual conditions, then a criti- 
cal comparison with other possible systems or with some particu- 
lar system to be considered as a substitute. Nothing is easier than 
to “imagine” nearly any conceivable system functioning in nearly 
any conceivable way—without violating any known law of na- 
ture. Whatever list of faults of the existing order, or ideal quali- 
ties of a social order in the abstract, one may draw up, it would be 
“possible” for the existing order to function ideally if people 
would act under it in the requisite manner, and equally “possible”’ 
for any other system to function as badly as the existing one, or 
worse, in any given respect. The first problem is, then, to get 
some notion as to what qualities of individual and social life 
depend on the characteristics of the system of organization and in 
what way. The practical problem naturally falls into two parts or 
stages: that of getting a system to work better with existing mate- 
rials and conditions and that of getting it to bring about a gradual 
change in these materials and conditions into a form which would 
make the present system work better or make a better one feasible 
and then real. Of all this there is little or nothing in Modern Eco- 
nomic Society, as facing the obviously difficult conditions of im- 
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provement would be incompatible with the function of a general 
textbook. Yet if “objectivity” is allowable at all, it may be re- 
marked that anything else may be excellent as poetry or inspira- 
tional literature on economics but it is not properly economics. 
Useful criticism must include showing that it relates to something 
more specific than the universe in general; an “evil’’ of the social 
order is not such in a practical sense unless it can be remedied by 
changing the social order in some possible way, and, in addition, 
it must be possible to do this without introducing worse evils. 

As already stated, the first section of the book gives a list of 
some half-dozen “problems.” Apparently they are intended in 
rather a suggestive sense. There is not the least contention, still 
less proof, that any of them arise out of the system of organization 
as such, that they would not be present in equal measure under 
any system. In fact, most of them will not bear much critical ex- 
amination. Examples are that industry does not produce to “‘ca- 
pacity” as measured by statistics of capacity; that enterprise 
places great power in the hands of certain functionaries (as if any 
system of “control” would do away with this); that the worker 
does not have enough “voice” in regard to the conditions under 
which he works. Reference to the tendency of competition to 
“control” such matters is frequent, but generally in the form of 
arguments as to why it works “imperfectly.” Yet on pages 63, 
70, and elsewhere, it is concluded that direct control by workers 
(assumed to be feasible) would function worse than competition 
between employers, from the standpoint of the workers’ (as- 
sumed) special interests. As noted, there are no unreasonable 
claims made for reform measures, indeed, to look for any advocacy 
of “measures” is to be disappointed. The residue from utterances 
which largely cancel each other is a stylistic innuendo that great 
and pressing tasks call the reader to awake from indifference and 
to act. 

All this finds application in the treatment of value, price, and 
distribution. Instead of any effort at critical examination of the 
price system as a mechanism for co-ordinating economic activity, 
and a hunting down of its weaknesses, we find a perpetual insinua- 
tion rather than outright assertion that everything about it is very 
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unsatisfactory. Always it is the bogey-man-abstraction, “indus- 
try,” which is the villain of the piece. In chapter iv the evil seems 
to be that price “accurately reflects the interests of the class which, 
under existing economic arrangements, directs and controls produc- 
tion—that is, the propertied or capitalist class” (p. 62, italics in 
original). In chapter xxvii, however, it is said that profits are 
“well on the way to becoming an obsolete institution—something 
that no longer performs a social function” because they go to 
“stockholders, who apparently have little or no control over the 
efficiency of operations” (p. 706). The utter confusion regarding 
types of property equity and their relations to control need not 
be commented upon in detail. Continuous quotation is not feasi- 
ble because what would be the key sentence is, as frequently, in 
the form of a rhetorical question. This device is a favorite one of 
the author, and obviously well suited to his literary purpose. The 
treatment of the price system starts off with nearly a full page of 
such rhetorical questions (p. 265) “suggesting” the unreality or 
unideal character of consumer control of industry and of the wage 
system. Of course, the manipulation of the poor, helpless con- 
sumer by wicked selling persuasion is much stressed—without 
reference to the fact that the manipulation is exerted in most of 
the possible ways simultaneously, or raising of any question as 
to the character of consumers’ “real wants’ or whether they are 
satisfied. The longest chapter in the book (53 pp.) is devoted to 
this theme, which is mentioned in the first section (p. 8). Inter- 
estingly enough, the examples of the efficacy of advertising derive 
largely from the advertising literature of the advertising indus- 
try. 

It is, of course, impossible, and would not be in point here, to 
go through the book topic by topic. In general, the treatment of 
price problems is conventional. Its claim to distinction seems to 
lie in the idea that if the highly abstract principles of theory are 
stated loosely and indefinitely enough they gain in ‘“‘realism” what 
they lose in meaning. The notion that the safest way to present 
abstract principles is to state them as rigorously as possible, with 
emphasis on the idealizing conditions necessary to make generali- 
zation possible, would obviously be out of keeping with the aims 
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and style of this type of book. But there is no intent here to imply 
that “sound economic doctrine” excellently expounded is entirely 
wanting. One of the best starts toward sound treatment of a theo- 
retical issue is, somewhat surprisingly, in the chapter on “The 
Determination of Wages” (xxiv). But in the latter part of this and 
the two chapters (xxvi and xxvii) on capital and profit, other con- 
siderations dominate over mere consistency and correctness. 
Space does not permit detailed citation, but one or two samples 
of the style of economic analysis may be noticed. On page 119 
it is argued that specialization as between skilled and unskilled 
tends to raise the wages of the better workmen but to lower those 
of the poorer. On pages 192-93, however, the main difficulty with 
labor unions is that the “competition” of the less skilled workers 
lowers the wages of the skilled, unless the former also are included 
in the organizations. On pages 175, 356, and again on 721, is a 
common but, as often shown, completely fallacious argument that 
the displacement of old capital goods distorts investment from the 
lines which would yield maximum total product. In the chapter 
on wages just referred to (p. 645) it would be interesting to know 
more in detail how pressure for higher wages increases the rate 
of saving. As would be expected, we find that labor immobility 
proves a priori that effective competition for labor cannot exist; 
this book adds the interesting detail (on the same page—71) that 
the statistical fact of mobility proves that it does not exist. 

In any description of a book dealing with economic control 
there is good reason to give attention specifically to one topic, 
namely, the business cycle, since this phenomenon is the occasion 
of most of the talk, “scientific,” journalistic, and popular, on the 
subject of control and planning. After a superficial notice of the 
phenomena of the cycle and why they involve evils (nothing about 
a possible other side), we come to the main section of the chapter 
(xx) “(How Waves in Business Are Produced.”” The key sentences 
run (p. 458): 

The severity of business cycles is greatly accentuated by . . . . the credit 
system and the nature of modern industrial costs. It is probable, however, 


that business cycles are, in the main, merely somewhat complicated mani- 
festations of the two rather simple causes of rhythmical price fluctuations 
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profits or by too short a view of prospective prices and profits, coupled with 
inability to adjust supply immediately to changes in demand, and (2) a 
tendency to engage in speculative buying and selling. 


The first sentence contains the only reference to either credit 
or cost peculiarities in the chapter, but observations in chapters 
xi and xxvi (esp. pp. 695-96) give a somewhat different impression. 
Two other features of the position stand out. The first is that 
the two tendencies mentioned tend to operate with the most di- 
verse periodicity and phase in different industries, so that the 
problem of the business cycle properly begins with the question 
as to what it is that synchronizes obvious but discrepant wave- 
tendencies to produce a visible net periodicity in the system as a 
whole. To the question in this form it will be difficult to find any 
answer other than the behavior of money and credit. The second 
point, related to the first, has to do directly with control. As to 
what could conceivably be done about it, it is a little surprising, 
even in a book of this kind, to find the three following sections 
(ending the chapter) headed successively: “The Control of the 
Business Cycle—Steps Which Should Be Taken during Boom 
Periods”; “The Control of the Business Cycle—Steps Which 
Should Be Taken at the Time of Threatened Crisis”; and “The 
Control of the Business Cycle—Steps Which Should Be Taken 
during Depression.” Under the first, the essential suggestion is 
that “business men should be discouraged from bidding up the 
prices of goods higher than the demand for them warrants or from 
producing more than can be sold at profitable prices” (p. 471). 
It seems ungenerous to ask how “we” are to know: at what point 
in the cycle “we” are at any moment; what the future course of 
prices, is to be; or what would happen to the cycle without any 
“steps” being taken, if such knowledge were available. The final 
contribution is a warning (p. 490) that “efforts to support markets 
in times of depression must be based upon accurate estimates of 
the duration of the depression ”” One can only hope that all 
this makes up in inspirational value to students what it lacks in 
helpfulness by way of solving the problem of the business cycle. 

Regarding the agency of control, the final topic possible of men- 
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tion here, we get little light from Modern Economic Society, or 
the Newer Economics. The question is broached rather early 
(p. 13—note pronouns and personifications) : 

Can we hope to invent and to put into effect new methods of controlling 
industry as rapidly as its amazing evolution creates the need for them? 
There is grave danger that we cannot. In the first place, the so-called natural 
sciences and the technologies based upon them, which largely determine the 
rate of industrial change, are able to make discoveries more rapidly than 
economics, because they employ the method of experiment under controlled 
conditions—an investigative device for which economics and the other social 
sciences have no adequate substitute. In the second place, technological re- 
search is heavily subsidized by industry itself, but the study of how to con- 
trolindustry isnot..... In the third place, changes in industrial technology 
do not require popular approval. ... . Many methods of controlling indus- 
try require governmental action. But governments in democratic countries 
do not usually act until public opinion warrants it. [Footnote—referring to 
non-governmental devices and possibility of inventing faster governmental 
processes.] There is no reason for supposing that it is less possible to improve 
upon the political inventions of the eighteenth century than it has been to 
improve upon the mechanical inventions. 

Queries are suggested so obvious that one hesitates to give 
them words. Where does most of the money come from which 
pays for study and research in political, social, and economic 
science? Is it “too bad,”’ as implied, that democratic governments 
wait on public opinion? Is it true? If it is just as easy to make 
political improvements as mechanical, why does progress in one 
field outrun that in the other, creating a problem? Presumably, 
again, because no one ever thought of making improvements in 
government until the Newer Economics received the inspiration. 
As regards any comparison of the principles and probable workings 
of political procedure, in connection with any ideal or evil of social 
life, with those of economic competition, I have not found a 
sentence in the book which points in that direction. All one gets 
is the vague but strong feeling that there are terribly important 
evils to be corrected. Of course, there will be no disagreement on 
that point—which fact makes it eminently proper content for 
higher education. 

The great final contribution to solving the problem of control 
is a two-page prose poem on what business managers “might” 
contribute “if” they were neutral instead of partisan in attitude 
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(mentioned also at the close of the chapter on profits, p. 727). 
Whether there would be less conflict of interest or more neutrality 
as between functionaries of any other system and “the public” is 
not discussed. It is merely suggested that “labor” and “the con- 
sumer” should be given “representation” in the management of 
industry. “The form of organization which will most effectively 
give representation to all interests must be discovered by experi- 
mentation” (p. 887). What was said about experimentation on 
page 13, quoted above, has been forgotten. As to the meaning and 
possibilities of a society experimenting with its own life, such a 
question would presumably be scorned as “philosophical,” like 
any other which faced basic issues. What has history been but a 
continuous experiment in forms of organization in the only sense in 
which that is possible? And what is the result and why? If con- 
sumers and laborers don’t want “representation,” of the kind to 
be had and at the price at which it is to be had, or think their in- 
terests better protected by trusting to competition among pro- 
ducers, should representation be forced upon them anyway? And, 
if so, by whom? and how? 

One assumes in reading the book that it is the state which is 
the ultimate reliance for control, rather because it is the only 
plausible fairly concrete antecedent for the ever recurring pro- 
noun “‘we” than because of anything that is actually said to that 
effect. What is the author’s conception of the state as to nature or 
réle, strength and weakness, the reader does not know; there are 
four chapters dealing with the state, three on its activity in de- 
termining prices and one on taxation problems; but these furnish 
no light. In this quandary it may be in order to turn for help to 
another leader of the Newer Economics, and to no less a seat of 
authority than the rostrum of the American Economic Associa- 
tion. In an eloquent paper entitled “The Principle of Planning 
and Laissez-faire,” in which Professor Slichter’s book is referred 
to approvingly, Professor R. G. Tugwell makes it clear that it is 
the state which is contemplated as a substitute for the competitive 
organization, and explains the source of doubts regarding its com- 
petence to cure the maladies and/or iniquities of society.” 


See American Economic Review Supplement, March, 1932: “For many years 
I was puzzled to know why so much opposition to any extension of government 
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So far from being the discovery of the Newer Economics this 
theory that government is corrupted by business, and that if busi- 
ness were “abolished” it would become an ideal instrument under 
which mankind would live together as one happy family, has as 


functions existed. It was only gradually and with patient inquiry that I satisfied 
myself. The reason was that business kept any government corrupt that touched it 
anywhere. This seemed to be a part of the business system, no more considered 
wrong by business men than ordinary buying and selling. And wise observers who 
had seen it going on always and everywhere had concluded that it was of the nature 
of government to be corrupt and inefficient and that no really important matters, 
such as economic functions, ought ever to be trusted to it. A longer time still was 
required to reach the conclusion that all these wise men were wrong about causes. 
And because they were wrong about this their whole thinking was askew. The trou- 
ble lay in the nature of business, and so long as business was left unchanged as to 
motive and method it would continue to corrupt every government it touched. But 
it could not be reasoned that, because business had paralyzed governmental organs, 
governments were inherently bad and ought never to be trusted. Revise business; 
arrange things so that man’s capacity to corrupt the public services is seriously 
limited or removed, and then—only then—we shall have a chance to see whether 
the public interest, as over against private interests, could command effective and 
honest service. From what I know of human nature I believe that the world awaits 
a great outpouring of energy so soon as we shall have removed the dead hand of 
competitive enterprise that stifles public impulses and finds use only for the less 
effective and less beneficial impulses of men. When industry is government and 
government is industry, the dual conflict deepest in our modern institutions will be 
abated. 

“This is one of the basic reasons why the prospect of a planned economy is so 
congenial to every other hope and belief I have. I can see in it the eventual possi- 
bility of a rewarded honesty for every man which so few have now. And this can 
come only from a removal of the activities of goods-making and goods-selling from 
the list of those activities which are treated as games and rackets with few rules, no 
ethics, no limitation of instruments to be used, and rewards only for results which in 
the nature of things must involve special harm” (pp. 85-86, n. 20). “It would pay 
economists to look into Charles Horton Cooley’s Sociological Theory and Social 
Research. There is an old essay of his on ‘Personal Competition’ which contains some 
trenchant remarks about motive. In it he shows how our standards of success have 
been warped and the need there is for social approval of different activities than 
command it now. A final paragraph sums up the matter: ‘It will be apparent, | 
think, that the view regarding the nature of success here maintained is decidedly a 
hopeful one so far as concerns the possibility of progress, and wholly opposed to the 
pessimistic attitude based on the supposed “selfishness” of human nature and the 
inevitable predominance of the economic motive. The motive that really predomi- 
nates, now as in the past, is essentially social and moral; it is the desire to be some- 
thing in the minds of others, to gain respect, honor, social power of some sort. This 
being the case human endeavor is above all things plastic, controlled by the spirit 
of the age. The standard of success, and with it the whole character and tendency of 
competition, is a social or moral phenomenon accessible to human endeavor’ ” (pp. 
80-81, n. 13). 
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everyone knows been the stock-in-trade of the utopian orator and 
pamphleteer since men began to dream and to criticize. In es- 
sence, it was age-old when “business” in the strict, modern sense 
was born. Even the “orthodox” tradition in economics produced 
the same “‘line.”’ It is as well stated as anywhere in J. S. Mill’s 
declaration of faith (as sublime as Tugwell’s) that if men will dig 
ditches for love of their country in war they would do the same in 
time of peace. Since the substance of the proposal for “control’”’ 
is the substitution of politics for business, it would be in order in 
an inquiry aimed at fact and truth (though not, of course, in a 
college textbook of economics or an oration by a Newer Economist 
before the American Economic Association)" to inquire into the 
known and apparently stable characteristics of the two. This can- 
not be done here, naturally; but an observation or two may be 
offered by way of conclusion. 

As between business and politics, of any democratic as con- 
trasted with the military variety, the essentials seem to be about 
the same. Men possessing various degrees of power, which carry 
the emoluments of power, are endeavoring to keep what they have 
and to get more, and the method in both cases is “competitive 
persuasion.” The intrinsic purity and goodness of politics may 
be questioned on more substantial grounds, in addition to the 
obvious query as to why it is so easily corrupted. The term “‘play- 
ing politics” is in general use, and not as a designation for treading 
the path of ascetic virtue. Interesting to note, its connotation 
does not vary noticeably when used regarding other associations 
than government, engaged in activities where the contact with 
“the dead hand of competitive business” is not evident to view. 
The general observation of mankind has noted the presence of 
much the same phenomena wherever groups large in size and 


% Again, I should probably explain that I intend no criticism of Professor Tug- 
well’s address. In fact, I think it a most excellent oration of its kind, and a most 
excellent kind; also that in the time, place, and circumstances it was altogether ap- 
propriate. A little high-grade utopian-reformist soap-boxing should provide excel- 
lent—let us say—“messianic relief” from the nerve-strain of the solemn stodginess 
of a meeting of a learned society. But—but perhaps it is out of place to remark as to 
how out of place it would be to think of such a performance in the light of a con- 
tribution to the solution of any social problem. In that regard, it is equivalent to 
any other “if-ing,” from nursery rhymes about turnips and watches to the greatest 


inspirational poetry. 
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heterogeneous in interest attempt to act together for any purpose 
—work or play or sociability, the pursuit of truth, or the salvation 
of souls. Has Professor Tugwell found college class politics, fra- 
ternity politics, and faculty politics categorically different from 
“political” politics? In the absence of direct dictation by force, or 
a monopoly of propaganda based on force, it is hard to think of 
any principle for group formation and maintenance other than 
the “competitive persuasion” mentioned. In the modern vernacu- 
lar it is “salesmanship,” whether specifically selling goods, cam- 
paigning for a political policy or candidate, educating the youth, 
or religious evangelizing. The selling procedure which will be used 
will be that which works, as far and as fast as men find out what 
works. If that which works is not that which idealists idealize, 
they may labor patiently to “sell’’ higher standards of selling, or 
may appeal from that method to force, if they find the latter more 
ideal. 

Between business and politics, it is as easy and as reasonable to 
assert that corruption goes one way as the other. The conspicuous 
differences, it may be remarked, are in the matter of frankness. 
Both finally “give the people what they want,”’ after doing their 
utmost to make them want what they want to give. Politics, 
obeying the voice of the people, after doing its best, or worst, to 
teach the voice what to say, calls it the voice of God; business 
blazons proudly on its shield the twin devices, “it pays to adver- 
tise,”’ and “a fool is born every minute.’”’ Business men freely en- 
dow schools of advertising and selling to teach the world all the 
tricks of the trade—the result of which should be to nullify their 
effectiveness. Has anyone heard of politicians endowing schools 
of electioneering and machine manipulation? If new economic 
oratory convinces the world, as it well may, that to “abolish” 
business is all that is needed to purify government and make it a 
fit instrument of a millennial human society, it will indeed initiate 
an “experiment”—of the general character of ascertaining 
whether a certain material is food or poison by substituting it for 
one’s previous diet until the issue is determined. 

FRANK H. KNIGHT 
UNIVERSITY OF CHICAGO 





THE RELATION BETWEEN THE VELOCITY OF CIR- 
CULATION OF MONEY AND THE “VELOCITY 
OF CIRCULATION OF GOODS.” II 

The “‘income-approach” used by Schumpeter to disprove the crude form of the 
doctrine alleging the necessity of an equivalent and compensating movement in the 
velocities of circulation of money and of goods, respectively, page 477.—Schumpeter 
insists that the concept of a “velocity of circulation of goods” has no place in a prop- 
erly developed set of analytical tools, page 478.—But this leaves unsolved the prob- 
lems associated with the “number of middlemen’s sales,”’ page 479.—And with the 
“rate of sale” of goods, page 482.—History of the “refined form” of the doctrine 
alleging the existence of a ‘“‘close connection” between the velocities of circulation of 
money and of goods: Schumpeter, page 488; Marschak and Pigou, page 491; Hol- 
trop, page 492.—Merits of this form of the doctrine, page 498.—Its weaknesses, 
page 499.—The concept of a velocity of circulation of goods remains an important 
analytical tool, page 504.—Appendix A: on Marschak’s concept of a “‘measure of 
concentration,” and its relationship to Holtrop’s “coefficient of differentiation,” 
page 505.—Appendix B: on Pigou’s algebraic treatment of the relationships existing 
between ‘‘trade-velocity,” “income-velocity,” and the velocity of circulation of 
goods, page 506.—Appendix C: on Holtrop’s algebraic formulation of the relation- 
ships existing between the velocity of circulation and the “effectiveness” of money, 
and the coefficient of differentiation, page 508. 

In the first of this pair of articles, an attempt was made to meet 
and confute on its own ground the doctrine alleging that the veloc- 
ity of circulation of money is not to be regarded as an important 
factor in the determination of price level, because every change 
in the velocity of circulation of money is necessarily counter- 
acted, or “annulled,” by precisely equivalent changes in the veloc- 
ity of circulation of goods. Attention was called, however, in the 
course of that analysis, to the fact that other writers have chosen 
to meet the doctrine in question in another way.’ It now becomes 
necessary to examine this alternative method of rebuttal in some 
detail, and that for two reasons. 

In the first place, some interest attaches to the question 
whether these alternative methods succeed in accomplishing their 
purpose. In the second place, the special form taken by the out- 
standing instance of a rebuttal of this type—viz., that-of Schum- 
peter—is of interest for its own sake, in that it not only repre- 


* See my first article (in the Jour. Pol. Econ. for June, 1932), p. 294. 
477 
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sents, incidentally, an argument for adopting the particular set of 
analytical devices employed by the author in question, but also, 
paradoxically enough, leads to what can only be characterized as 
a “refined form” of the doctrine which Schumpeter set out orig- 
inally to demolish. 

I 

In brief, Schumpeter’s method amounts to an argument to the 
effect that the whole proposition alleging a necessary equivalence 
in the movements of the “velocities of circulation” of money and 
of goods loses its meaning when it is recognized that the general 
notion of a “velocity of circulation” of goods has no place in a 
properly developed set of analytical tools designed to explain 
changes in the value of money.? Obviously, if it can be shown that, 
whereas the concept of a velocity of circulation of money is a 
significant and useful analytical device, the concept of a velocity 
of circulation of goods is without significant meaning, the whole 
proposition as to a necessary equivalence in the movements of 
the two “‘velocities’’ ceases to have significance. It is this argu- 
ment which we have now to examine in detail. 

For purposes of explaining changes in the value of money, 
Schumpeter holds, we need, primarily, a “consumers’”’ or “in- 
come” equation. We need, that is to say, an equation which rep- 

? Schumpeter’s argument is to be found on pp. 668 ff. of his “Das Sozialprodukt 
und die Rechenpfennige,”’ Archiv fiir Soz.-wiss. u. Soz.-pol., Vol. XLIV (1917). See, 
especially, p. 669: “To this fact [of a repeated ‘spending’ of money] there is nothing 
in the world of commodities which corresponds.” Jbid., p. 671: “A ‘velocity of cir- 
culation,’ in this sense [i.e., in the sense in which it may be said to apply to money] 


has, in the case of goods, no meaning.” For references to other writers who have 
denied the validity or usefulness of the concept of a “velocity of circulation of 
goods,” see note 9, infra. 

3 See Schumpeter, of. cit., pp. 630 ff., 635 ff., 647 ff., and especially pp. 675 f. 
Keynes, in his Treatise on Money, I, 134, declares his intention “to break away from 
the traditional method of setting out from the total quantity of money irrespective 
of the purposes on which it is employed, and to start instead . . . . with the flow of 
the community’s earnings or money income,” without mention of either Schumpeter 
or Hawtrey—both of whom were clearly his predecessors in this respect—or of any 
other writers who may be said to have foreshadowed the proposal under discussion. 
There remain, of course, important differences in the treatment of the suggestion by 
the three writers named as well as in that of their forerunners; but respect for priority 
demands that Schumpeter’s brilliant suggestions in this direction should not go un- 
recognized. 
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resents, on the money-side, the sum-total of consumers’ income, 
or, better, outlay; and, on the goods-side, the sum-total of con- 
sumers’ goods, at the moment of their sale to consumers.‘ The © 
suggestion is that the use of such an approach avoids all necessity 
for the use of a concept of a “velocity of circulation of goods,” for 
two reasons.’ These reasons will become apparent if we pause to 
ask what, precisely, are the phenomena to which the notion of a 
“velocity of circulation” of goods is designed to call attention. 
The phenomena involved, broadly speaking, may be summed up 
under the head of two factors, which may, for the sake of brevity, 
be referred to as the “number of middlemen’s sales” of goods, and 
the “rate of sale” of those goods, respectively. 


II 


Schumpeter’s method of dealing with the first difficulty—viz., 
that associated with the notion of the “number of middlemen’s 
sales”—is obvious from the fact, to which attention has already 
been called, that he would include in his equation only consumers’ 
goods at the moment of their sale to consumers. Now it is, of 


4 For the suggestion that the “‘goods-side” of the equation should represent the 
sum-total of consumers’ goods, see Schumpeter, oP. cit., p. 632. By way of support 
of my interpretation of Schumpeter as having argued that this “sum-total of con- 
sumers’ goods” should include such goods only at the moment of their sale to con- 
sumers, it should be sufficient to point out that, as a matter of fact, Schumpeter even 
goes so far as to interpret his “social product,” which represents the goods-side of his 
equation and which he defines as “goods which are put at the disposal of consump- 
tion [sur Konsumption bereitgestelli),”’ as applying to such goods only at the moment of 
their consumption. See, in this connection, the words italicized in the citation from 
Schumpeter given in note 7, infra. This is a fair inference also from his suggestion 
(loc. cit.) that the “depreciation quotas [A bnutsungsquoten]’’ of durable (consumers’) 
goods should be included in the total of “goods put at the disposal of consumption.” 
It is clear, therefore, that Schumpeter does not include consumers’ goods in the 
“social product” so long as those goods are still in the hands of traders, who might 
sell them more than once before they “disappear from circulation,” or effect their 
sale with varying degrees of “rapidity.”’ See also, in this connection, S. Budge, parts 
of whose Die Lehre vom Geld (1931) give strong evidence of having been influenced by 
Schumpeter: “Only those goods which are ready for immediate sale to consumers are 
to be included in real income” (Budge, op. cit., p. 248; italics mine). 

5In the passage devoted specifically to a refutation of the doctrine alleging the 
necessity of a strictly equivalent and compensating movement in the velocities of 
circulation of money and of goods, Schumpeter develops only the first of these 
points. See, however, the preceding note, and also note 12, infra. 
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course, perfectly true that, as a matter of pure conceptual con- 
struction, Schumpeter’s method does avoid the first difficulty. 
Indeed, this consideration had already been pointed out by cer- 
tain supporters of what may be characterized as a crude version 
of the “income-approach.’” It is obvious that, by ruling out all 
cases of sales of goods except sales to consumers, we avoid all the 
troublesome questions associated with the “resales” of goods by 
traders, which would otherwise certainly seem to be analogous to 
the repeated “‘spendings” of the same monetary stock. Speaking 
broadly, Schumpeter is unquestionably right in his assertion that, 
when regard is had merely to sales to consumers, it is seen that 
goods cannot “‘circulate’’ more than once.’ As it happens, he is 
not the first writer who has pointed out that goods, being sold to 
be consumed, disappear, and cease to “circulate,” after having 
been passed against money.® 

The difficulties begin, however, when Schumpeter goes on to 
argue that, since money, unlike goods, is not “consumed,” but 
continues to circulate against goods, there is both room and need 
for a concept of a velocity of circulation of money, but none for a 
concept of a velocity of circulation of goods.’ This corollary was 


6 See, e.g., R. Liefmann, Geld und Gold (1916), p. 61. 

7 See Schumpeter, op. cit., pp. 669 f., especially p. 670: “The same individual 
quantity of bread can appear and be consumed only in one single real-income. The 
same individual monetary unit, however, can . . . . appear and be given out in dif- 
ferent money-incomes or several times in the same money-income”’ (italics mine). It 
is, of course, true that in the case of durable consumers’ goods the consumers them- 
selves may resell the goods at a later date. In defense of Schumpeter, however, it 
may be pointed out: first, that this contingency is partly taken care of by his sug- 
gestion (cf. note 4, supra) that only the “depreciation quotas” of durable consumers’ 
goods be regarded as being sold to consumers—these “depreciation quotas” “‘dis- 
appearing” as they are consumed; second, that, as I shall argue in a later publication, 
there are strong reasons for maintaining that durable goods returned from consump- 
tion uses ought to be treated as an addition to “goods intended for sale” rather than 
as an increase in the “‘number of times goods are resold,” i.e., in the velocity of cir- 
culation of goods. 

§ Cf. e.g., G. Hufeland, Newe Grundlegung der Staatswirtschaftskunst (1813), U, 
p. 253; Sismondi, Nouveaux principes, Book V, chap. ix (II, 119, 121 n., of the 2d 
[1817] ed.); and Marx, Capital, Vol. I, Part I, chap. iii, sec. 2b (pp. 130 f. of the 
Kerr ed.). See also the references to Stewart and Berardi in the following note. 

* Schumpeter was, of course, not the first who denied any validity to the concept 
of a velocity of circulation of goods. Professor Jacob Viner has called my attention, 
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not drawn by all the other writers who have stressed the fact that 
goods ultimately “disappear” into consumption uses whereas 
money continues to circulate; and the question may fairly be 
raised whether Schumpeter has not here overstepped the bounds 
set by the limitations of his argument. 

To put the matter most succinctly: a demonstration of the fact 
that the resales of goods by traders have no place in a consumers’ 
equation is by no means to be taken as proof that the resales of 
goods by traders are without significance for the general problem 
of the determination of the price level. It is, of course, clear that 
everything depends on the extent to which one is prepared to 
grant certain of the assumptions underlying the income-form of 
the equation of exchange. For our present purpose, it is sufficient 


for example, to the discussion of the point by Dugald Stewart, in his Notes on the 
Bullion Report (1811; published as an Appendix to Sir William Hamilton’s edition of 
Stewart’s Lectures on Political Economy, 1877; see p. 437 and especially p. 445). See 
also the reference to Wieser, on p. 291 of the first of this pair of articles, especially note 
8 thereto; and cf. D. Berardi, La moneta nei suoi rapporti quantitativi (1912), pp. 52 f. 
Attention should be called also to a brief passage in the rejoinder by K. Wicksell 
(Archiv. fiir Sos.-wiss. u. Soz.-pol., XLII, 606) to the article of Federn cited in note 11 
to my first article. “‘Goods,”’ says Wicksell (loc. cit.) ‘‘do not circulate at all, but 
merely follow a more or less direct road between the producer and consumer. .. . . 
He [Federn] speaks of commodity-circulation, and uses other expressions which, no 
matter how common they are, obviously have no real meaning.” Unlike Schum- 
peter, however, none of the writers cited went on to develop the point as a part of a 
general argument in favor of adopting a carefully articulated set of analytical 
tools—with the result that their argument carries much less conviction than does 
that of Schumpeter. 

” Hufeland, for example, was prepared to recognize that goods, having been ex- 
changed once for money, might, for a time, “go over into other monetary canals’’; 
Sismondi admitted, in a footnote (oP. cit., p. 119) that he had contrasted money and 
goods so sharply in this respect only because he had “thought one ought to simplify 
this equation [of exchange] in order to make it better understood”—that “‘in truth, 
commodities are also bought to be sold again,” though it is also true that “‘a piece 
of cloth hardly passes through the hands of more than four persons in the course of 
the year, whereas a coin sometimes passes through the hands of more than a hun- 
dred.” Similarly, Marx was careful to add a footnote (op. cit., p. 130) in which he 
went on to explain that he was concerned here only with the ultimate difference be- 
tween money and goods in the respect under discussion. He was not prepared, that 
is to say, to deny that a commodity may be “sold over and over again,” but was 
anxious to establish only the fact that commodities were unlike money in that, 
“when definitely sold for the last time,” they fall out of the sphere of circulation into 
that of consumption. 
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to point out that Schumpeter’s argument for the abandonment of 
the notion of a velocity of circulation of goods will not hold in the 
eyes of those who, like the present writer, would insist that, while 
the “fundamental’’ equation of exchange should be a consumers’ 
equation, such an equation must be supplemented by another 
type of equation, which, for the sake of brevity, we may call a 
“traders’ equation.’"* Schumpeter would, of course, agree that 
the goods which are sold to traders do not necessarily disappear 
after a single sale, since they may be resold for money several 
times, much as money may pass against goods several times. The 
proposition that the resale of goods by traders is without effect 
upon the price level, we may repeat, is, therefore, not a self-evi- 
dent proposition; it is one which requires independent proof. As 
it happens, Schumpeter does take pains to suggest an argument 
which may be taken as being specifically intended to deal with 
these traders’ “resales,” and to show their irrelevance for the 
problem of the determination of the price level. This argument, 
which finds its most articulate expression in connection with Hol- 
trop’s notion of a “coefficient of differentiation,” will be discussed 
in a later section of this article. It is necessary to point out, at 


this juncture, simply that, regardless of what may be said con- 
cerning the “differences” between money and goods with respect 
to their ‘“disappearance”’ from “‘circulation,”’ unless the issue with 
regard to the effect of these traders’ “resales” is squarely met, the 
uselessness of a concer vi a “velocity of circulation of goods” 
cannot be regarded as having been demonstrated. 


III 


We pass now to the second aspect of the notion of a “velocity 
of circulation of goods,” viz., that which we have referred to as 


In fairness to Schumpeter, it must be pointed out that he specifically leaves 
room for an equation “similar” to the consumers’ equation, to take care of events 
occurring on what he calls the ‘‘market for productive services [produktive Leistun- 
gen)” (Schumpeter, op. cit., p. 675). It is important to notice, however, that he does 
not discuss the bearing of such an equation on the problem in hand. It is also worth 
noting that S. Budge, whose treatment, as was suggested in note 4, supra, gives evi- 
dence of having been strongly influenced by Schumpeter, specifically rejects the 
suggestion that the equation for the price level of consumers’ goods should be supple- 
mented by equations representing “other price levels” (Budge, of. cit., p. 229, N. 2). 
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being associated with the concept of a “rate of sale.”” The bearing 
of this concept upon the problem in hand will become clear if we 
recall that part of Schumpeter’s general analysis which suggests 
that we need deal with consumption goods only at the moment at 
which they are sold to consumers." This suggestion is, of course, 
anything but a novel one. It will at once be recognized—except, 
of course, for the vital emphasis upon the importance of the con- 
cept of income—as a lineal descendent of the contention, which is 
at least as old as Montanari and Hume, that it is not, as most of 
the earlier writers had implied, the stocks of money and of goods 
which are to be watched in a study of the forces determining the 
value of money, but the proportion of those stocks which ac- 
tually “come to market.” It is not uncommon to regard this “‘cor- 
rection’’ by Montanari and Hume as an advance over previous 
theories ;** and, indeed, if we remember the crudities of the latter, 
the newer emphasis can hardly be regarded as anything but an 
improvement. Yet it is necessary to note also that the Montanari- 
Hume statement itself, where it has not led to actual confusion of 
thought because of its distinction between money which “circu- 
lates” and money which does not “circulate,” is at best only a 
preliminary statement of further problems to be solved. The ex- 
plicit introduction of the concept of a velocity of circulation of 


” See p. 479, supra, and especially note 4 thereto. By way of further justification 
of our interpretation of Schumpeter on this head, it is worth noting that Schumpeter 
(op. cit., pp. 631 £.) specifically identifies his “social product” with Marshall’s “na- 
tional dividend.” It is hardly necessary here to go into the details of, and the am- 
biguities attaching to, Marshall’s concept, or into the divergences between Mar- 
shall’s use of that concept and its use by some of his followers; it is sufficient to point 
out that Marshall himself summarized certain portions of his discussion of the no- 
tion (e.g., Principles of Economics, pp. 524, 829 of the 8th ed.) as amounting to the 
statement that the “national dividend”’ is “‘a stream, and not a fund’ (Marshall, 
op. cit., Index, p. 867). This is, of course, the position which is assumed by those 
who wish to abandon the notion of “stocks” of money, in favor of a notion of a 
stream of money against goods—in favor, in other words, of a point of view which 
watches money at the moment it is spent, on the assumption—rightly or wrongly— 
that it is only money which is “spent” which can “affect” prices. 

% See e.g., A. E. Monroe, Monetary Theory before Adam Smith (1923), p. 10g (on 
Montanari) and p. 216 (on Hume); also J. St. Lewinski, Money, Credit, and Prices 
(1929), pp. 84 ff. 
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money is indeed a recognition of this fact.“ Instead of contenting 
ourselves with the statement that money must “circulate” before 
it can affect prices, we now say that we wish to know something 
about the factors which determine the degree to which, and there- 
fore the speed with which, money will, in fact, ‘“‘circulate’’; in- 
stead of saying merely that the “stock” of money is not the same 
thing as the “flow” of money, we now say that we wish to know 
something of the forces which determine the relationships existing 
between the “stock” and the “‘flow.”’ 

In the same way, to say that only goods which are “sold” are of 
significance in determining the value of money is to tell us nothing 
of the factors which determine how many of the goods “intended 
for sale” are likely to be sold within a given period—of the fac- 
tors, in other words, which determine the “rate of sale’’ of goods. 
We may accept, for the moment, the contention of Schumpeter 
and of supporters of the “income equation” generally, that the 
“goods” with which we are concerned are “consumption”’ goods 
only; we have still to ascertain what it is which determines what 
proportion of the available quantity of goods of this type reach 
the market.'’ Certain writers, it is true, have alleged that, speak- 


“ There is, on this account, some justification for the argument of those writers 
who have said that Hume’s type of analysis amounts to a failure to “take velocity 
of circulation into account.” See, e.g., Roscher, Principles of Political Economy, 
Book IT, chap. iii, sec. 123, n. 2 (p. 367 of the Lalor translation); F. Hoffman, 
Kritische Dogmengeschichte der Geldwerttheorien (1907), p. 46; cf. also J. Feilen, Die 
Umlaufsgeschwindigkeit des Geldes (1923), pp. 15 f. A more accurate statement would 
perhaps be that Hume’s analysis is so framed as to avoid study of the phenomena 
summed up by the expression “velocity of circulation.’ Yet the statement of Rosch- 
er and Hoffman—the latter of whom characterizes Hume’s position as an “undoubt- 
ed retrogression” as compared with that of Locke, who gave explicit recognition to 
-the factor “‘velocity of circulation”—is certainly closer to the truth than is that of 
F. Burchardt, who, in his “Entwicklungsgeschichte der monetiiren Konjunktur- 
theorie”( W eltwirtschaftliches Archiv, XXVIII [1928], 82) represents Hume’s formula- 
tion of the “quantity theory of money” as being the same “in principle” as the one 
most common in our day, i.e., as stating the “‘money-side” of the equation of ex- 
change in the clear form “quantity of money times velocity of circulation.” A clear 
recognition of the problems suggested by the concept of a “‘velocity of circulation” 
of money is precisely what one misses in Hume’s formulation. 

's It might be possible, in other words, in case one objected to the concept of a 
“velocity of circulation of goods” which would apply to ali “goods” without dis- 
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ing broadly, the velocity of circulation of goods is a “less impor- 
tant” factor in the determination of the price level than is the 
velocity of circulation of money." Yet this opinion is not one 
which is universally held.” I shall content myself here with the 
statement that there is still abundant reason for believing that an 
understanding of the phenomena characteristic of a period of ex- 
treme inflation, if not of the ordinary business cycle, is impossible 
without the explicit introduction of a concept of a “rate of sale”’ 
of goods. 


crimination, to use a concept which might be called the “velocity of circulation of 
income-goods,”’ which might be defined by the ratio 


Physical volume of sale of income-goods 
Physical volume of income-goods intended for sale 





See, in this connection, the use of the expression “‘velocity of circulation of real in- 
come” by S. Budge (Grundstige der theoretischen Nationaliékonomie [1925], p. 168), 
though Budge himself uses the phrase in a way which suggests that he regards it as 
intended to summarize the forces which are referred to by other writers as those con- 
ditioning the “‘tempo of the productive process.” 

* A. Amonn, for example, in his ‘Cassels System der Theoretischen National- 
ékonomie,” in the Archiv fiir Soz.-wiss.u. Soz.-pol., LI (1923-24), p. 325, declares that 
the velocity of circulation of goods “‘in practice plays, at least in normal times, a 
small and not decisive réle in the supply of goods,” whereas the velocity of circula- 
tion of money “always has a great and decisive significance for the money-supply.”’ 

" Eggenschwyler, for example, in his “Die Kaufkraft des Geldes,” in the Archiv 
fiir Soz.-wiss. u. Soz-pol., XXXVI (1913), 222, declares categorically that “the fre- 
quency of circulation of goods . . . . is perhaps, of all the terms of the equation of 
exchange, the one which is exposed to the sharpest fluctuations.”” The question as 
to the extent of actual fluctuations in the velocity of circulation of goods has recently 
taken on new interest as the result of recent controversy concerning the extent of 
surplus “stocks” of goods and of the fluctuations therein. I must, however, reserve 
the discussion of the literature on this point for a later publication. 

'* T shall deal with the literature on the phenomena characteristic of a period of 
extreme inflation in my book on Velocity of Circulation. It must, however, be pointed 
out, by way of acknowledgment of the self-consistency of Schumpeter’s argument, 
and the uniform quality of elegance which characterizes the whole of his brilliant 
paper, that Schumpeter himself, at other points in his article, takes pains to develop 
an argument specifically intended to refute much of the analysis of the kind just 
cited, which, under the caption ‘The Black Peter Theory,” has been much criticized 
in Germany in recent years. My sole purpose, at this point, is to indicate the serious- 
ness of the breach which is made in much of the general analysis which still com- 
mands wide support among monetary theorists, if the concept of a velocity of circu- 
lation of goods be actually abandoned. 
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Nor do considerations of this type exhaust the analytical possi- 
bilities inherent in the concept of a “velocity of circulation of 
goods.’’ There remain, for one thing, the considerations associated 
with what we have characterized as the “number of middlemen’s 
sales”; and, as I shall attempt to show in a later publication, the 
very search for a precise definition of the velocity of circulation of 
goods is likely to bring to light further analytical possibilities 
which might otherwise have been ignored completely. All these 
considerations would argue for the retention of the concept of 
“velocity of circulation of goods” as a necessary part of our ar- 
senal of useful weapons in analysis of the problem of the values of 
money.” As long as that is so, Schumpeter’s attempt to demon- 
strate the uselessness of that concept, as a part of his general at- 
tempt to refute the doctrine alleging a necessary equivalence in 
the movements of the velocities of circulation of money and of 
goods, respectively, can hardly be regarded as a convincing one. 


IV 

The literature on the velocity of circulation of money is full of 
paradoxes; but there is, in all the literature of the subject, perhaps 
no more striking paradox than the fact that the income-approach, 
which, in the hands of Schumpeter, found an incidental use as 
part of an attempt to destroy the notion that there is a necessary 
equivalence in the timing and the amount of the changes in the 
velocities of circulation of money and of goods, should have led to 
what can only be characterized as a refined form of the notion 
just stated. It is with the history of this “‘refined form” of the 
doctrine, and with its refutation, that the rest of this article is 
concerned. 

There are vague foreshadowings of the “refined form’”’ of the 
doctrine under discussion in the writings of certain of the more 
extreme champions of the notion that the movements in the veloc- 
ity of circulation of money are necessarily counteracted and “‘an- 
nulled” by changes in the velocity of circulation of goods. In 

* And for the problems of general pricing theory, as well. See, in this connection, 
the suggestive remarks by A. A. Young, in his ‘Some Limitations of the Value Con- 
cept” (Quar. Jour. Econ., Vol. XXV [1911], p. 423; reprinted in Young’s Economic 
Problems, Old and New, p. 208). 
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some instances, for example, supporters of the crude form of the 
doctrine have seemed to suggest that a special importance at- 
taches to those changes in the “velocity of goods” which are due 
to the insertion of a number of middlemen.” In others, there 
would seem to be recognition of at least the possibility that one 
might be able to differentiate between the changes in the velocity 
of circulation of money which do, and those which do not, affect 
the price level.” In every instance, however, the effect of the 
specific suggestions made by these writers is largely lost because 
of the extreme nature of their claims as to the necessity for a 
strictly equivalent movement of the two velocities in al/ cases. So 
far as I am aware, it is only with Schumpeter that we get what 
may be regarded as a kind of preliminary statement of the “re- 
fined” form of the doctrine—preliminary, that is to say, to its 
algebraic formulation by Pigou and Marschak, and its clear and 
unequivocal formulation by Holtrop. Other instances which 
might seem, at first glance, to have anticipated Schumpeter’s 
analysis turn out to be concerned with other considerations en- 
tirely.” 

» Eggenschwyler, for example (0p. cil., pp. 222 f.) discusses at some length the ex- 
tent to which the “frequency of circulation of goods” is affected by the “number of 
middlemen,” and the differences which may be expected to follow from a change to 
“direct merchandising” from producer to consumer, as opposed to a system of 
marketing through independent retail shops, with the accompanying organization 
of jobbers and similar agents. It is worthy of note, however, that Eggenschwyler, 
who, at other points in his article, was so insistent on the point that every change in 
one of the two “velocities” must be counteracted and ‘‘annulled” by a change in the 
other, fails to repeat this emphasis at precisely the part of his discussion to which 
reference has just been made; and there is certainly no suggestion, in his treatment, 
of a weakening with respect to the proposition that changes in the velocity of cir- 
culation of money are a/ways accompanied by precisely equivalent and compensat- 
ing changes in the velocity of circulation of goods. 

* Thus, e.g., S. Asch, in his La circulation monétaire, le niveau des prix, et le taux 
d@’intérét, p. 49, plays with the notion that it might be possible to make “a distinction 
between ‘active velocity,’ which would be that which acts upon prices, and ‘passive 
velocity’ ”’—that is to say, a velocity the changes in which would be “brought about 
by an augmentation of the volume of exchanges,” so that this type of change in 
velocity “is without effect upon price.” Unfortunately, however, Asch does not 
push the matter further, contenting himself with the generalization that changes in 
velocity are always of the second type and that they therefore mever act upon price. 

* Thus, e.g., G. del Vecchio, in his “I principii della teoria economica della 
moneta” (Giorn. degli Econ., XX XIX [1909], 538; the same author’s Grundlinien 
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Any discussion of the “refined’’ form of the doctrine must 
begin, therefore, with a close examination of the utterances of 
Schumpeter concerning the point under discussion. This task is, 
however, not as simple as it might seem. 

In the first place, a study of the history of doctrine subsequent 
to the appearance of Schumpeter’s brilliant essay shows that some 
of his critics have confused certain of his utterances which bear 
directly upon the question under discussion with other of his 
arguments with which these utterances have, in fact, nothing to 
do. More specifically: it happens that Schumpeter, in a very sug- 
gestive footnote, advanced a suggestion which might be para- 
phrased as amounting to the contention that the velocity of cir- 
culation of money is determined by the “‘tempo of the productive 
process.’ Strangely enough, it is this passage upon which Hol- 
trop seizes for proof of his contention that Schumpeter is to be 
classified with supporters of what we have characterized as the 
“rigid” form of the doctrine alleging the existence of a “close con- 
nection” between the velocities of circulation of money and of 
goods, respectively.* It is true that certain writers, influenced by 
one aspect of Schumpeter’s discussion, have also been influenced 


des Geldtheorie [1930], p. 43) summarizes his discussion of the velocity of circulation 
of money in these terms: ‘We have already distinguished the efficacy of money from 
the indeterminate concept of velocity of circulation, and have suggested that the ve- 
locity of circulation which remains after the elimination of the efficacy of money can- 
not enter, within the limits of the quantity theory, among the elements determining 
the value of money.’’ As we shall see, this might be taken as an accurate statement 
of the position of Schumpeter, Marschak, and Holtrop, if the meanings assigned by 
Del Vecchio to the terms “velocity” and “efficacy” were the same as those assigned 
by these other writers. I hope to show on another occasion, however, that this is 
not the case. 

23 See Schumpeter, of. cit., p. 683, n. 44. 

* Cf. Holtrop, Omloopssnelheid, p. 169. By way of contrast, it should be pointed 
out that H. Neisser, in support of his contention to the effect that Schumpeter’s 
position “to a certain degree gives support to Hildebrandian errors,” cites the pas- 
sage in Schumpeter which is, in fact, strictly relevant to the point under discussion. 
See Neisser, Der Tauschwert des Geldes, p. 29. The term “Hildebrandian errors” has 
reference to Richard Hildebrand, to whom Neisser—on grounds which do not seem 
to me entirely adequate—attributes the doctrine alleging the necessity of an exactly 
equivalent and compensating movement in the velocities of circulation of money 
and of goods. 
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by the other.’s This is, however, no reason for confusing the issues. 
The “loose”’ form of the doctrine alleging a connection between the 
velocities of circulation of money and of goods is one thing; the 
“refined” form, as we shall see, is quite another. 

In the second place, certain critics of Schumpeter have shown a 
peculiar ineptness in their restatement of the substance of his 
position, with the result that the real drift of his argument has 
been obscured. It is certainly hardly illuminating to say, of 
Schumpeter’s notion of the velocity of circulation of money, that 
it proposes to “combine in one factor” the factors “velocity of 
circulation of money” and the “velocity of sale of goods,” in the 
sense that Schumpeter’s concept may be said to “include in itself 
all changes which affect the so-called velocity of sale of goods.’’** 


*s Thus, e.g., the article of J. Marschak “Die Verkehrsgleichung,” in the Archiv 
fiir Soz.-wiss. u. Soz.-pol., Vol. LIT (1924), contains (e.g., pp. 353 ff.) in addition to 
that part of his argument which is considered on p. 505 of this article, a type of 
analysis which certainly suggests that part of Schumpeter’s discussion which con- 
cerns the relationship of the velocity of circulation of money to the “tempo of the 
productive process.”’ It is to be noted, however, that Marschak is careful, in both 
instances, to cite the passages in Schumpeter which are relevant in each case. The 
writings of S. Budge provide another instance in which both aspects of Schumpeter’s 
treatment would seem to have influenced subsequent writers. In Budge’s earlier 
writings, the discussion concerning the supposed relationship between the velocities 
of circulation of money and of goods was couched principally in terms of what we 
have referred to as “loose” forms of the doctrine. See, e.g., Budge, ‘‘Waren- oder 
Anweisungstheorie des Geldes?” in Archiv fiir Soz.-wiss. u. Soz.-pol., XLVI (1919), 
749; also the same author’s Grundstige der Nationalikonomie (1925), p. 168. The 
same type of analysis appears in Budge’s recent Die Lehre vom Geld (1931): see, €.g., 
pp. 175, 181, 251 f. It is worth noting also, however, that this later version contains 
some notable changes. For one thing, there is a tendency to substitute, for loose 
statements to the effect that “the influence of the velocity of circulation of media of 
exchange upon the price level is compensated ¢o a large extent’’ by factors associated 
with the rate of flow of “real-income” (Grundsiige, p. 168), more categorical state- 
ments to the effect that “to movements on the side of money which represent 
[changes in] velocity of circulation, some sort of movement on the side of goods must 
correspond” (Lehre vom Geld, p. 172; also ibid., pp. 183, 246 f.; cf. also, however, the 
same author’s earlier article “‘Waren- oder Anweisungstheorie des Geldes?” Joc. cit.). 
More to the point for our present purposes, however, is his use, in this later publica- 
tion—with some differences in emphasis, it is truae—of that part of Schumpeter’s 
discussion which concerns us in this chapter. See, especially, in this connection, 
Lehre vom Geld, pp. 246 ff. 


* So Neisser, op. cit., p. 29. 
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The truth of the matter, as we shall see, is rather that Schumpe- 
ter’s concept of a velocity of circulation of money is constructed 
with a view to eliminating all changes which might be said to be 
associated with changes in the “velocity of sale’ of goods.”” Nor 
is it accurate to say, of Schumpeter’s argument on the point with 
which we are here concerned, that it enabled him to “ignore ve- 
locity of circulation virtually completely,”’ by the simple device 
of establishing hypothetical conditions under which the “number 
of chaiuyes of hands” of money would be “almost always 1.’ 
So far from being anxious to “ignore completely”’ the concept of a 
velocity of circulation of money, Schumpeter was engaged in pre- 
cisely the task of restating the concept so that it might be able to 
stand against the attacks of those who would deny any validity 
to it on the grounds that the movements in the velocity of circu- 
lation of money are always counteracted and “annulled” by 
movements in the velocity of circulation of goods. Under the cir- 
cumstances, it would be wise to return to Schumpeter and ascer- 
tain exactly the details of his argument. 

“There are many ‘changes of hands’ in the economic process,” 
says Schumpeter, “which do not have that relevant significance 
for the value of money [which passages of money from income to 
income have].’’*® By way of proving the point, he asks us to com- 
pare two cases, in the first of which the consumer “‘buys a quan- 
tity of commodities from a firm which controls the article ‘from 
the cradle to the grave,’”’ and in the second of which the con- 


27 Schumpeter, that is to say, would apparently have been prepared to argue, as 
Holtrop argues with great explicitness later, (1) that the factors “velocity of circu- 
lation of money” and “velocity of circulation of goods” contain an identical mag- 
nitude—called by Holtrop the “coefficient of differentiation’’—which affects each 
“velocity” equally; (2) that this magnitude is, for all practical purposes, identical 
with the “‘velocity of circulation of goods”; and (3) that, therefore, the velocity of 
circulation of goods is not a factor affecting the price level. 

*% So M. Palyi, in Die Wirtschaftswissenschaft nach dem Kriege (Brentano Fest- 
gabe, 1925), II, 485. It is certainly not true that Schumpeter would assent to Palyi’s 
proposition that the “number of changes of hands” of money “in the sphere of pure 
consumption is, in the nature of things, almost always 1.” It is the velocity of cir- 
culation of goods that Schumpeter wished to “ignore,” on the ground that, in the 
“sphere of consumption,” it would have a velocity of 1. 


*? Schumpeter, op. cil., pp. 671 f. 
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sumer “buys from a firm which controls only the last step of the 
productive process, and behind which stand 99 other producers 
and middlemen.” “It is obvious,” says Schumpeter, “that, from 
the standpoint of monetary theory, the two cases are in no re- 
spect different”; for while it is true that “two economic systems, 
whose productive process is in different degree specialized and 
split up among independent businesses’’ might be said to have 
“different velocities of circulation of their money,” this would be 
true ‘‘only in the same sense in which one might say that they have 
different goods-lurnovers.”’* 

It will thus be seen that the doctrine, in this form, asserts, not 
that every change in one of the velocities must necessarily be ac- 
companied by a precisely equivalent change in the other velocity, 
but only that there are certain types of transactions in which such a 
relationship between the two velocities is to be expected. It was 
this form of the argument which was taken up by Marschak, in 
1921, and given a statement which certainly brings it very close to 
its final formulation at the hands of Holtrop.* 

Marschak’s approach to the problem, like that of Schumpeter, 
is by way of an examination of the relationships which may be 
held to exist between Fisher’s equation of exchange and notion of 
velocity, on the one hand, and Schumpeter’s, on the other. The 
essential point, for our purposes, is that Marschak proposes, as 
the quotient which will be obtained by the division of Fisher’s MV 
into Schumpeter’s MV, what he calls the “measure of concentra- 
tion [Konzentrationsmass|”’ in industry. It can be shown that this 

» Italics mine. 

* Marschak, of. cit., pp. 348 ff. I have given the date of Marschak’s article as 
1921, instead of 1924 (the year in which it was published) on the basis of an editorial 
note prefacing the article, which explains that the article was submitted for publica- 
tion in April, 1921, but could not be published earlier “for technical reasons.” It is, 
of course, possible to find occasional obiter dicta in writings on monetary problems 
during this period, which might be interpreted as implying acceptance of the “re- 
fined” form of the doctrine under discussion. See, e.g., J. van Walré de Bordes, 
The Austrian Crown (1924), p. 167: “If the rise in the velocity of the circulation of 
money had been due solely to an expansion of the intermediary trade it would have 
been counterbalanced by an increase of the velocity of circulation of the goods.” I 
have, however, thought it best to confine my discussion in the text to writers who 


have consciously articulated the doctrine as part of a general discussion of the impli- 
cations of certain generally accepted concepts of monetary theory. 
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“measure of concentration” is virtually the reciprocal of Holtrop’s 
“coefficient of differentiation,’ which, in Marschak’s treatment, 
appears as the “order-index of labor [Ordnungsindex der Arbeit|,” 
i.e., the “number of stages” through which goods pass on their 
way from the “highest order” to the “lowest order” of goods, or, 
as Schumpeter would put it, on their way “from the cradle to 
the grave.’’” 

This analysis was virtually repeated, obviously without knowl- 
edge of Marschak’s suggestion, by Pigou, in his Jmdustrial Fluc- 
tuations.» It is true that Pigou, unlike Marschak, did not, in so 
many words, introduce a concept equivalent to Holtrop’s “‘coeffi- 
cient of differentiation” ; but it can be shown that both his algebra 
and his general analysis otherwise is such as to make his argument 
on this point virtually equivalent to that of the writers named, as 
well as to that of Schumpeter. 

At any rate, it is in Holtrop that one finds the clearest and 
most nearly unequivocal articulation of the “refined’’ form of the 
doctrine alleging a necessarily equivalent and compensating 
movement in the velocities of circulation of money and of goods. 
As has already been suggested, his argument centers primarily 
about the concept which he designates by the expression “‘co- 
efficient of differentiation” and which he proposes as a means for 
taking care of those particular cases in which there is reason to 
expect a change in one of the two velocities to be accompanied by 

» For a discussion of the relationship between Marschak’s “‘measure of concentra- 
tion” and Holtrop’s “coefficient of differentiation,” see Appendix A to this article. 


33 Certain parts of Pigou’s exposition which bear upon the problem in hand were 
cited in note 30 to the first of these two articles. The general similarity otherwise be- 
tween Pigou’s analysis and that of Schumpeter and Marschak will not escape the 
reader, despite the fact that Pigou seems to have developed his argument inde- 
pendently of the earlier writers. All three would seem to agree, at least in the formal 
parts of their analysis, in regarding what Pigou calls the “income-velocity” (Schum- 
peter’s “‘efficiency”) of money, as the only type of velocity affecting the price level; 
and would seem to agree also as to the chief reason why this must be so, namely, that 
in the case of all transfers of money included in what Pigou calls “‘trade-velocity” 
which are in excess of the number of transfers included under the head of “income- 
velocity,” there must be a movement in the “velocity of circulation of goods” which 
cancels the movements in the velocity of circulation of money. See, on all these 
matters, and particularly on the relationship between Pigou’s equation V:=AVi, 
and the analysis of Marschak and Holtrop, Appendix B to this article. 
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and therefore “annulled’’ by a change in the other velocity.* In 
the few instances in which this concept of Holtrop’s has been dis- 
cussed by later writers, it has already given rise to a considerable 
amount of misunderstanding.** In part, this failure to understand 
the drift of Holtrop’s argument may be attributed to the fact that 


4 For Holtrop’s “coefficient of differentiation,” see his Omloopssnelheid, pp. 
111 ff., 171. G. Haberler, in his review of Holtrop’s book in the Jour. of Pol. Econ., 
XXXVIII (1930), 236, renders Holtrop’s “differentiation coefficient” as ‘the coeffi- 
cient of specialization.” It may be said, in favor of such a rendering, that the word 
“specialization” corresponds with the terminological usage of Schumpeter, when the 
latter speaks of the extent to which the productive process is “specialized” (see the 
quotation from Schumpeter on p. 491, supra). On the other hand, the word “spe- 
cialization”’ itself is not free from ambiguity, in that it may be understood as refer- 
ring to technological specialization whether within a single plant or within a single 
business unit, whereas the “specialization” which Holtrop has in mind is what 
Schumpeter (loc. cit.) characterizes as a splitting-up of the productive process 
“among independent businesses.” The word “differentiation,” on the other hand, 
suggests, as its opposite, “integration,” and therefore comes nearer to suggesting 
the type of change in business organization which Holtrop has in mind. In any 
event, since Holtrop himself thought it wise to use the word “differentiation,” I 
have thought it best to translate the word literally, instead of suggesting a sub- 
stitute which, while it might have its own advantages, would also bring compensat- 
ing disadvantages. 

3s Thus, e.g., Haberler, in his discussion cited in the preceding note, remarks that 
“Mr. Holtrop does not express himself happily,”’ and suggests that Holtrop “does 
not, in fact, hold that an increasing specialization of production has no influence 
upon the price level, but rather that, because the demand for money has increased, 
the price level will fall, unless the increasing demand for money is offset by an in- 
crease in supply, either by augmentation of the stock of money or by a more rapid 
circulation” of that stock. On the justification for including such a phrase as “‘an 
augmentation of the stock of money” in a statement of Haberler’s position, see note 
37, infra. More serious, however, is Haberler’s suggestion that Holtrop “does not, in 
fact, hold that an increasing specialization of production has no influence on the 
price level.” I am at a loss to understand what basis there is for this interpretation 
of Holtrop’s argument, which seems to me to hold unequivocally that “an increasing 
specialization of production’’ will mot cause the price level to fall, precisely because 
we may expect that the “increasing demand for money” will inevitably be “‘offset by 
an increase in supply” in the form of a “more rapid circulation” of money. Unless I 
misunderstand Holtrop completely, his notion of a coefficient of differentiation is 
designed for the precise purpose of calling attention to the fact that it is not a matter 
of prices falling “unless” something happens to change the velocity of circulation of 
money, but rather that it is a case of prices being unable to fall, in the instances 
under discussion, precisely because we may expect that the velocity of circulation of 
money will change in such a way as to compensate for the change in the velocity of 
circulation of goods. 
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Holtrop’s own algebraic formulation of the relationships existing 
between his “coefficient of differentiation,” on the one hand, and 
various concepts of velocity of circulation, on the other, can be 
justified only if we are prepared to acquiesce in what seems to me 
a very careless treatment of the algebraic symbols involved.* In 
any event, the notion of a “coefficient of differentiation” seems to 
me of sufficient interest in itself to warrant a quotation of the 
relevant passage in Holtrop’s book virtually in full: 

We wish to show that there can occur changes in the breadth of the 
money-stream which are of no significance for our problem, since they are 


automatically paired with corresponding changes in the breadth of the goods- 
stream, and therefore have no influence upon the price level.’7 These changes 


3% The correct formula for the “coefficient of differentiation,”’ as that concept is 
used by Holtrop, would seem to be as follows. If we represent the coefficient of dif- 
ferentiation by D, the “effectiveness” of money (Schumpeter’s “Effisiens”’ and Pi- 
gou’s “income-velocity”) by Vi, and the “velocity of circulation of money” (in the 
sense of Pigou’s ‘‘trade-velocity”’) by V:, then D= a ,or Vimy . On page 113 of his 

‘ 
Omloopssnelheid, however, Holtrop presents a formula which, expressed in the same 


r 


symbols, would read Ve=(D+1)-Vi or Vi aie . See, on this whole matter, Ap- 


pendix C to this article. 

37 It is clear from the general trend of Holtrop’s discussion that he is here thinking 
of the changes in the goods- and money-“streams” which may come about when the 
“stocks” of money and of goods remain constant—in other words, of changes in the 
velocities of circulation of money and of goods, respectively. Thus, for example, he 
speaks (Omloopssnelheid, p. 171) of the coefficient of differentiation as being “‘in- 
cluded,” not only in the velocity of circulation of goods (with which, as we shall see, 
he in fact regards it as identical), but ‘also in the velocity of circulation of money”’; 
and he goes on to say explicitly (loc. cit.) that “the velocity of circulation of money 
and that of goods contain an identical factor, and it is thus obvious that a change in 
this factor must exert a similar influence on both” (italics mine). Haberler, there- 
fore, does not render Holtrop’s meaning quite accurately when (Haberler, /oc. cit.) he 
represents Holtrop as arguing that an “increasing specialization of production” may 
be “offset... . either by an augmentation of the stock of money or by a more rapid 
circulation”’ (italics mine). It is true, of course, that the fact that the increase in the 
number of passages of goods may be met in the way Haberler suggests always pro- 
vides an argument against any form of the proposition asserting that, simply be- 
cause an increased velocity of circulation of goods may be canceled by an increased 
velocity of circulation of money, the factor ‘“‘velocity of circulation” can be ruled 
out entirely as a price-making factor. (See, on this point, pp. 298 f. of the first of 
these articles.) Holtrop’s own analysis, none the less, remains an example of an ar- 
gument designed to show the necessity of equal movements in the velocities of circu- 
lation of money and of goods, respectively; and, in fairness to him, his argument 
should be stated in a form which brings out this fact. See also, in this connection, 
note 30, infra. 
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appear whenever there is a modification in the degree of differentiation in the 
productive process. By “differentiation” must be understood the splitting- 
up of the successive stages in the productive process (the latter term being 
used in the broadest sense, and thus including likewise the activities of trade) 
among severa! production units, with which splitting-up is necessarily paired 
an additional transfer of goods. If a process which up to now has been com- 
pleted in one enterprise is split into two, or if the number of middlemen is 
increased (e.g., if, between manufacturer and retailer a wholesaler is in- 
serted), then the goods in question must be transferred by the first processor 
(or, in the second case, the manufacturer) through the goods market to the 
second processor (or, in the second case, the wholesaler), which signifies an 
increase in the stream of goods coming to market.** Conversely [however], 
the second processor (or, in the second case, the wholesaler) must transfer to 
the first processor (in the second case, the manufacturer) a part of the money 
which he has received from the purchaser of that good, in pay for what was 
delivered. This signifies an equally great increase in the money-stream. 
These changes represent neither an increase in purchasing power nor an in- 
crease in the production of goods, and are thus without significance for the 
price level 3° We can, in these cases, speak of a change in the coefficient 
of differentiation 


# It will be observed that Holtrop puts on the same plane passages of goods as- 
sociated with a change in the form of the goods, and passages of goods which are not 


associated with such changes of form. This usage, which has been followed by many 
writers who have used the concept of a “velocity of circulation of goods,”’ differs 
from the one which I laid down at the beginning of my first article (see note 1, 
thereto). In view of the fact, however, that Holtrop applies his notion of a “coeffi- 
cient of differentiation” also to cases in which nothing more is involved than a re- 
sale of the identical goods (as in his case of the insertion of a “wholesaler” between 
manufacturer and retailer)—to cases, in other words, which certainly involve the con- 
cept of a velocity of circulation of goods as I have defined it—I have not thought it 
wise to confuse the discussion by raising at this point an issue which can be treated 
independently. 

%® Apparently, Holtrop’s meaning is that, since a mere change in the velocity of 
circulation of goods will be met by a change in the velocity of circulation of money, 
only changes in the stock of goods (“production”’) will affect the price level. The 
meaning of the expression “increase in purchasing power’”’ is not so clear, though the 
ambiguity does not seriously damage Holtrop’s statement of his position. Does he 
mean by “increase in purchasing power” an increase in the money-stock, which 
alone, according to his argument, could, in the case cited, bring about a change in 
the price level, since the two velocities will cancel each other? Or does he mean, by 
the expression “increase in purchasing power” an increase in the value of the mone- 
tary unit, such as might have been expected to follow from an increase in the “‘offer’’ 
of goods, were it not for the fact that, whenever the increased “‘offer” is due merely 
to an increase in the velocity of circulation of goods, it will be compensated for by a 
change in the velocity of circulation of money? 
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In other words: the “types of transactions” in which one may 
expect a simultaneous and compensating movemert in the two 
velocities are those associated with changes in the division of labor 
between independently organized business units, or, as Holtrop 
puts it, with a change in the degree of “differentiation” among 
such units in the processes of production and sale. In all cases in 
which the change in the “number of times goods are sold” merely 
registers a change in the number of agents who buy and sell a 
given good from the time it is produced to the time it finally dis- 
appears from the market, we may, according to Holtrop, expect a 
change in the velocity of circulation of money to accompany, and 
therefore cancel, the change in the velocity of circulation of goods. 
As a result, if we wish to measure the extent to which the velocity 
of circulation of money in fact acts upon the price level, we must 
eliminate from the ordinary, or “gross,”’ figure for velocity of cir- 
culation a magnitude, called by Holtrop the “coefficient of differ- 
entiation,” which shall measure the amount of transfers charac- 
terized by a necessary connection between the velocities of cir- 
culation of money and of goods, respectively. We shall thus de- 
rive what may be regarded as a “net” figure for the velocity of 
circulation of money—or, as it is called by Holtrop, in what seems 
to be an imitation of Schumpeter, the “effectiveness [Effectivi- 
teit|”’ of money.” 

It is obvious that the doctrine alleging a “close connection” be- 
tween the velocities of circulation of money and of goods, even as 
so stated, demands the closest attention. For if it is, in fact, pos- 
sible to isolate transactions of the type referred to, then it follows 
that certain changes in the velocity of circulation of money are 
really without influence upon the price level, since they necessarily 
bring with them a compensating factor on the other side of the 


For Schumpeter’s use of the word “Effisiens,”’ see Schumpeter, op. cit., pp. 671, 
673, 675, etc. The formula for Schumpeter’s “efficiency of money”’ (see Schumpeter, 
ibid., p. 675) may be written: 

— Income 
Efficiency = Doatity of money * 





This is precisely the formula which Holtrop presents for his “effectiveness” of 
money. See Holtrop, Omloopssnelheid, p. 181, especially col. 8. 
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equation. The necessity for examining the argument in question 
with all possible care becomes still more evident when it is recog- 
nized that, if the argument be sound, it succeeds in eliminating, 
as a factor affecting the price level, the first of the two types of 
phenomena which were mentioned above as calling for the use of 
a concept to be known as the “velocity of circulation” of goods, 
viz., the “number of middlemen’s sales.”” The extent of the dam- 
age which is thus done to much that is generally accepted in dis- 
cussions of the forces determining the value of money will become 
obvious if it is remembered that economists of the standing of 
Marshall, Landry, Lehfeldt, Edgeworth, A. A. Young, and others 
have regarded the “number of middlemen’s sales” as being most 
definitely a price-making factor.* The challenge presented by 
Schumpeter and other supporters of what we have characterized 
as a “refined” form of the doctrine alleging a “close connection” 
between the velocities of circulation of money and of goods must 
therefore be met without equivocation. 


# See, e.g., Marshall’s Evidence before the Gold and Silver Commission (1887) 
(q. 9629), reprinted in Marshall, Official Papers, p. 35; Wesley Mitchell, “The 
Quantity Theory of the Value of Money,” in Jour. Pol. Econ., IV (1895), 161; F. 
Kral, Geldwert u. Preisbewegung im Deutschen Reiche, 1871-1884 (Jena, 1887), p. 50; 
J. F. Johnson, Money and Currency, p. 71 of the 1921 ed.; Landry, Manuel d’éco- 
nomique, p. 552; Lehfeldt, “On Absolute Price, and Index Numbers of Price,” in the 
Econ. Jour., XXVIII (1918), 111 (also the same author’s Gold, Prices, and the Wit- 
walersrand, pp. 62 f.); Edgeworth, Papers on Political Economy, III, 250, 256. Hol- 
brook Working, in his article ‘Prices and the Quantity of Circulating Medium,” in 
the Quar. Jour. Econ., XX XVIII (1923), 250 n., acknowledges indebtedness to Pro- 
fessor Young for the suggestion that one of the factors which had caused prices to 
rise more than in proportion to the change in the quantity of the circulating medium 
was the circumstance that “‘the activities of the Food Administration and other 
agencies reduced the activities of middlemen and consequently the number of turn- 
overs of commodities used within the country.”” One cannot help feeling, it must be 
admitted, that Lehfeldt, Edgeworth, Young, and Working tended to stress the sup- 
posed “decline” in the “number of middlemen”’ to an extent which seems out of pro- 
portion in comparison with the other factor operating to cause a decline in the 
“velocity of circulation of goods” during the war period,—viz., the decline in the 
“rate of sale” of goods, due to a speculative withholding of these goods from the 
market in the hope of a rise in their price. Their analysis is worth citing, none the 
less, as an example of a firmly held belief, in contrast to the position of Holtrop and 
others, in the proposition that a change in the “number of middlemen”’ is certainly a 
factor which is of significance in the determination of the price level. 














498 ARTHUR W. MARGET 


V 


We may begin by admitting that the argument, in its “refined” 
form, is to be regarded as very much more deserving of serious 
consideration than the simple doctrine which asserts the neces- 
sity, in all cases, of a precisely equivalent and compensating 
movement in the velocities of circulation of money and of goods. 
For one thing, room is still left for the velocity of circulation of 
money as a price-making factor: a circumstance which at once 
strikes us as being less inconsistent with the observable facts than 
was the proposition alleging a necessary connection between the 
velocities of circulation of money and of goods in its most extreme 
form, which would rule out velocity of circulation entirely as a 
factor influencing the price level.” It is to be noted, in the second 
place, that we are here dealing with a proposition which starts 
from an appreciation, not of a supposed logical necessity inherent 
in the very notion of a “passage”’ of goods for money, but rather 
of the probabilities inherent in a given type of economic activity. 
There is no suggestion, that is, of the fallacious reasoning which 
would assert that to say that movements in the velocity of circu- 
lation of money need not necessarily be counteracted by equiva- 
lent movements on the “‘goods-side”’ of the equation of exchange 
amounts to an assertion that money may circulate “d vide’’; we 
have to deal here with a proposition which states merely that cer- 
tain forces causing a change in the velocity of circulation of goods 
may be expected to affect also the velocity of circulation of money. 
The difference is obviously categorical. 

# It is to be noted also that the place left by these writers to velocity of circula- 
tion as a factor affecting the price level is much greater than that left to it by writers 
who have recognized the truth of the point made in my first article (p. 298), by way 
of showing that velocity of circulation must be accepted as a factor affecting the 
price level even by those who insist that every movement in the velocity of circula- 
tion of money must be “paired” with a movement in the “goods-side” of the equa- 
tion. Our argument there was that a factor which, by being substituted for a change 
in the quantity of money, prevented a price change which might otherwise have taken 
place, could not be said to be without effect upon the price level. This point is made 
also, e.g., by Budge, Die Lehre vom Geld, pp. 252 f. Whereas, however, Budge con- 
tinues to insist that “‘a change in velocity cannot of itself change the price level, but 
can only stabilize it,” all of the writers discussed in the text would insist that, aside 
from the cases covered by the notion of a “coefficient of differentiation,” a change in 
velocity of circulation could of course “‘of itself”’ cause a change in the price level. 
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Nevertheless, there remain very serious grounds for asking, 
first of all, whether the analysis under discussion does not itself 
ignore some of the considerations which we found it necessary to 
adduce in our attempt to refute what has been characterized as 
the simpler form of the doctrine alleging that there is a necessary 
equivalence in the movements in the velocities of circulation of 
money and of goods. Consider, for example, the case of an in- 
crease in the “degree of differentiation” to be found in the business 
organization, such as might result from the insertion of a number 
of middlemen into an economic system which had previously been 
accustomed to a process of direct sale from manufacturer to con- 
sumer. It can be said with certainty that, as a result of this 
change, the “velocity of circulation of goods”’ will increase, since, 
under the conditions laid down, we should expect an increase in 
the ratio 


Physical volume of sales of goods 
Physical volume of goods intended for sale ° 





What, on the other hand, will happen to the velocity of circula- 
tion of money, which will be represented by the ratio 


Total money payments . 
Total cash-balances held against such payments 





It would be easy to assume that the total of money-payments 
must necessarily increase, on the grounds that the number of 
times that “money” is used in the purchase of goods may be ex- 
pected to increase in precisely the same measure as “the number of 
times goods are sold”’ increases. A moment’s reflection will con- 
vince us, however, that this conclusion is not an inevitable one. 
Let us begin by granting that, under the conditions given, the 
individuals in charge of the administration of cash-balances, re- 
garded as a group, will have “more payments” against which they 
must prepare.“ The whole argument, as we shall see, may be said 
* It is, of course, impossible to say what effect a change in the degree of differen- 
tiation in the productive process will have upon the size of the cash-balance held by 


any one firm, without full knowledge of the new facts with respect to the size and 
the time-shape of the streams of money-receipts and money-expenditures of the par- 
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to turn on the question of the precise meaning to be assigned to 
the phrase “more payments”; but we may neglect this considera- 
tion, for the moment. Let us grant also that there is nothing in 
the terms of the problem which would indicate that the size of the 
monetary stock will be increased—the monetary stock, for pres- 
ent purposes, being taken as equivalent to the sum of cash- 
balances.“ The argument, presumably, is that, since there will 
be “more payments” and the same monetary stock, the velocity 
of circulation of that monetary stock must increase. 

What, however, is meant by “more payments”? That there 
will be a larger number of individual acts of payment goes without 
saying. Yet, why should this mean necessarily a larger total 
amount of payments in terms of dollars? Why may this increased 
“number of payments” not represent the same total of payments 
in dollars as before? 

The answer to the “refined” form of the doctrine alleging a 
necessary equivalence in the movements in the velocities of circu- 
lation of money and of goods, is, in other words, precisely the same 
as that which was given in the course of our attempt to refute the 
cruder form of the doctrine. Once we assume that at the same 
time that we effect a larger “number of transfers’ of money, to 
correspond with the increased “number of passages” of goods 
against money, we change the terms on which money exchanges for 
goods, then it becomes perfectly possible to imagine a situation in 
which the ratio 


Total dollar volume of payments 
Total cash-balances held 





ticular firm, as well as of other factors whose effect upon the size of individual cash- 
balances will be discussed in my book on the Velocity of Circulation of Money. It is 
obvious, however, that this admission in no way invalidates the conclusion that the 
“number of payments” to be made by the community as a whole will increase, as a 
result of the increase in the “degree of differentiation” in the business organization. 


“ There are, of course, certain complications involved in the identification of the 
“monetary stock” with the “sum of cash-balances.”” I must, however, defer a dis- 
cussion of these complications to my book on Velocity of Circulation. 
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in other words, the “‘velocity of circulation of money,” remains 
unchanged, at the same time that the ratio 


Physical volume of sales 
Physical volume of goods intended for sale 





increases. We have, in other words, simply to apply once more the 
notion of the possibility of changing the size of the “slices” of 
money which go against the “slices’’ of goods, or the size of the 
“parcels” of money which are “matched” with the parcels of 
goods, to see that, even in the cases which are supposed to be 
covered by the concept of a “coefficient of differentiation,” it is 
not necessary to suppose that changes in the velocity of circula- 
tion of goods must be matched by changes in the velocity of 
circulation of money, or vice versa. 

It would, in other words, be possible to demonstrate the neces-' 
sity of an increase in the velocity of circulation of money, under 
the conditions stated, only by showing that there is something in 
the general process of “differentiation” which makes it feasible 
for the administrators of cash-balances to get along with smaller 
balances in relation to their total money-outlay. In this respect, 
a number of critics of the doctrine alleging a “close connection” 
between the velocities of circulation of money and of goods have 
shown a sound instinct in insisting that the proposition, involving, 
as it does, a contention with respect to the supposed necessity for a 
change in the velocity of circulation of money, must be shown to 
be consistent, so far as these changes in velocity are concerned, 
with the results which will be obtained by the use of the “‘cash- 
balance approach” to the problem of velocity of circulation.* It 

% See, e.g., D. H. Robertson, “The Monetary Doctrines of Messrs. Foster and 
Catchings,” in Quar. Jour. of Econ., XLIII (1929), 498. Robertson cites, from Foster 
and Catchings, an “extraordinarily muddled passage” which, if I could have assigned 
to it some clear meaning which would not make it conflict with other parts of the 
general argument of Foster and Catchings, I should have cited as representing some 
form of the doctrine with which this series of articles has been concerned: “If money 
moves faster in the same channels, the result is a corresponding acceleration of the 
flow of finished goods to markets.”” He then comments: “That passage could not 


have been written by anyone who had at his command the . . . . conception of the 
proportion of reserves over which people wish to keep command in the form of money as 
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is only surprising that so eminent a champion of the “‘cash-balance 
approach” as Pigou should have failed to use that approach in a 
problem where its use would have avoided the commission of 
what can only be regarded as a very serious error in analysis.“ 
The point to be established here, in any case, is that there is noth- 
ing in the general theory of the forces determining the size of 
cash-balances relatively to outlay which provides any assurance 
that increased “differentiation” within the business organization 
should make it possible to hold smaller cash-balances in propor- 
tion to their outlay; and that unless such a possibility can be 
shown to be inherent in the terms of the problem, it is impossible 
to show that an increase in the velocity of circulation of money 
will necessarily result from an increase in the velocity of circula- 
tion of goods. 

There is a second objection to the notion of a coefficient of 
differentiation to which attention must be called, even though 
this objection concerns the analysis of the particular writers who 
have sponsored the notion or its equivalent, instead of being in- 


the ultimate determinant of velocity of circulation.” Similarly, Neisser, in his dis- 


cussion (0. cit., p. 29) of Schumpeter’s analysis of this point, suggests that a careful] 
use of the general theory of cash-balances is necessary in deducing conclusions with 
respect to changes in velocity; although he does not develop the suggestion in a way 
which would bring out the relation of Schumpeter’s analysis to what Neisser himself 
calls the “Hildebrandian errors.” 

4 The same may be said of Holtrop, whose general orientation, on the positive 
side, is such as to warrant his being characterized as a “‘cash-balance” theorist. It is 
of some interest to note that Holtrop, in discussing (Omloopssnelheid, p. 171)—and 
rejecting—the proposition that a change in “productive technique” will necessarily 
affect the velocity of circulation of money, argues along lines which are very close 
to those followed in the text: i.e., that, while an “indirect” effect upon the velocity 
of circulation of money may possibly come about as a result of a change in the meth- 
ods of administering cash-balances which follows from the change in “productive 
technique,” a change of the former sort is merely a possibility, and not a necessity 
inherent in the terms of the argument. Yet when, on the very same page, he discusses 
the relationship between the two velocities in the cases covered by the notion of a 
coefficient of differentiation, he does not raise the question as to the effect of a change 
in the “degree of differentiation” upon the size of cash-balances at all, contenting 
himself with a dogmatic statement to the effect that “the velocity of circulation of 
money and that of goods contain . . . . an identical factor [i.e., the coefficient of dif- 
ferentiation), and it is thus clear that a change therein must give rise to a similar 
change in both [velocities].” 
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herent in the concept itself. In brief, the objection is directed 
against the assumption, which is inherent in the analysis of all the 
writers cited as having supported what amounts to an argument 
leading to the development of the concept in question, to the ef- 
fect that there is no room for the concept of a velocity of circula- 
tion of goods outside of the special cases which are supposed to be 
covered by the notion of a “‘coefficient of differentiation.”’ It is 
necessary at this point to remind the reader that the notion of a 
velocity of circulation of goods, when defined by the ratio 


Physical volume of sales of goods 
Physical volume of goods intended for sale ’ 





is affected by another factor than that which we have called the), 
“number of middlemen’s sales,” viz., that which was referred to 
above as the “rate of sale” of goods. One has only to observe, for 
example, that the “physical volume of sales’”’ might increase with- 
in a given period of time for no reason except that traders, antici- 
pating, let us say, a price fall, attempt to bring their goods to 


7 On Schumpeter, see note 5, supra. On Marschak, see Appendix A to this article, 
especially p. 505, and on Pigou, Appendix B, especially p. 507. Holtrop’s analysis is 
clearest of all in its implication to the effect that the coefficient of differentiation 
may be identified with the velocity of circulation of goods. Consider, for example, his 
definition of the coefficient of differentiation (Omloopssnelheid, p. 112) as “the num- 
ber of times that goods pass from hand to hand on their way from production to 
consumption.”” As I shall show in a later paper, there are difficulties with this 
definition, since it fails to differentiate between the “passages” of goods which are 
associated with a change in the form of these goods, and those which are not ac- 
companied by such a change; but it is clear that Holtrop himself would accept the 
definition just given, not only as a definition of the “coefficient of differentiation,” 
but also as a definition of the “velocity of circulation of goods.”” On the very same 
page, moreover, he says quite clearly that “‘the coefficient of differentiation can be 
determined indirectly, as the relation between the total of goods-transfers (i.e., the 
total sales of goods, in “physical” terms) and the total of produced goods (i.e., the 
“social product”). After allowance for the fact that Holtrop, along with certain other 
writers, differs from us in regarding, as the denominator of his ratio representing the 
velocity of circulation of goods, goods produced, rather than goods intended for sale, 
it is clear that here, again, Holtrop is using the expressions “coefficient of differentia- 
tion” and “velocity of circulation of goods” interchangeably. Cf., in addition, Om- 
loopssnelheid, p. 113, n. 1, where Holtrop writes “Goods-turnover= Production of 
goods X Coefficient of differentiation.” See also, in connection with all three writers, 
the following note. 
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market more rapidly, in order to escape the disastrous conse- 
quences of a still further price-fall. 

Curiously enough, writers like Schumpeter, Holtrop, and Pigou 
have on occasion taken notice of a phenomenon which may be 
said to symbolize variations in the “‘rate of sale,” viz., fluctuations 
in the size of “‘stocks” of goods on hand. In some cases, it is true, 
they have dismissed this phenomenon as unimportant either prac- 
tically or theoretically.“ In other cases, however, they have ex- 
pressly admitted the theoretical possibility and the practical im- 
portance of these changes in the “rate of flow’’ of goods.” I must 
leave the discussion of the issues involved in these problems for 
another occasion. My point here is merely that, even if the argu- 
ment associated with the notion of a “coefficient of differentia- 
tion’’ were valid as a means of disposing of that part of the concept 
of a “veiocity of circulation of goods” which is associated with the 
“number of middlemen’s sales,” it still would not do justice to 
that part of it which is associated with what might be called the 
“marketing rate of flow,” as opposed to the technological rate of 
flow, of goods. 

An incidental result, in other words, of our examination of the 
doctrine with which these articles have been concerned has been 
the demonstration of the fact that the “velocity of circulation of 


# Thus Schumpeter, for example (of. cit., p. 686), after considering the possibility 
that the effects of an increase in the stream of money-payments might be “in part 
compensated by the fact that all stocks would be sold out more rapidly,” concludes 
that this would be merely a “temporary counter effect, which would only intensify 
the result.” Similarly, Holtrop admits (Ozsloopssnelheid, p. 171) that the velocity 
of circulation of goods may be affected “during a transition period” by monetary 
factors, which may “lead to a heaping-up of stocks”; but he argues (ibid., p. 173) 
that “in a static condition of equilibrium a ‘lying idle’ of social capital . . . . is im- 
possible,” that the stocks which appear in commerce “in no sense lie idle, but form a 
necessary and normal part of social capital,” so that the effect of a change in the 
velocity of circulation of goods (other than changes due to changes in the “number 
of middlemen’s sales’’) is “purely dynamic” and applies merely to a transition pe- 
riod. 

# Pigou, e.g., has on occasion (see, e.g., his Industrial Fluctuations, p. 104 of the 
rst ed.) written of variations in stocks, which he represents as being “‘accumulated 
in booms, and depleted in depressions’’; but his algebraic treatment, which is ana- 
lyzed in Appendix B to this article, is certainly such as to imply an identification of 
the “velocity of circulation of goods” with what amounts to the “coefficient of dif- 
ferentiation.” 
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goods,” so far from being a factor with which monetary theory 
can dispense, must, until clearer evidence is presented to the con- 
trary, remain an important weapon in the arsenal of workers in 
the field. What is really called for is neither a rejection of the 
concept in toto nor a limitation of its use to the cases covered by 
the notion of a “coefficient of differentiation,”’ but rather a careful 
examination of the several possibilities which have, from time to 
time, been suggested with respect to the more precise definition of 
the “velocity of circulation of goods,” as well as of the possibilities 
with regard to its statistical measurement. I hope to deal with 
this twofold problem in an early publication. 


APPENDIX A 


On MARSCHAK’s CONCEPT OF A ““MEASURE OF CONCENTRATION,”’ AND 
Irs RELATIONSHIP TO HoLtRop’s “COEFFICIENT 
OF DIFFERENTIATION” 


In order to demonstrate the essential identity of Marshack’s concept with 
that of Holtrop, it is necessary only to establish the following propositions. 

1. The “measure of concentration” of industry is intended, like the “co- 
efficient of differentiation,” to measure what we have called the “number of 
middlemen’s sales.” 

That this is Marschak’s meaning is clear from the fact that he defines the 
“order-index of labor,” which is the reciprocal of his “measure of concentra- 
tion,” as “the average number of times through which every income-forming 
value must pass before it reaches readiness for consumption.”®* He goes on, 
moreover, to say of this “order-index” that it represents the number of 
“stages [Etappen]” through which goods must pass, and that this index is 
“obviously .. . . smaller, the greater is the degree of concentration’’ in in- 
dustry. 

2. The “measure of concentration,” like the “coefficient of differentia- 
tion,” is included in both sides of the equation of exchange. 

Marschak specifically says that “both sides must be divided” by the 
“order-index,”’ in order to obtain Schumpeter’s income equation.* 

3. The “order-index of labor,’’ like the “‘coefficient of differentiation,”’ is 
taken as equivalent to the “velocity of circulation of goods.” 

This is not only implied by Marschak, in the quotation given under (1) 

® Marschak, of. cit., p. 349. Marschak, like Holtrop, obviously regards changes 
in the form of the goods on their way to “consumption” as a matter of indifference, 
since he specifically states that his “‘order-index of labor” is to be regarded as apply- 
ing to “one and the same economic unit . . . . despite all technical metamorphoses.”’ 
See, on this point, note 38, supra. 

* Marschak, op. cit., pp. 348 f. 
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above, but is also specifically stated in a footnote on page 349 of Marschak’s 
article, in which the author refers to the “question raised by Eggenschwyler 
as to how the velocity of circulation of commodities shall be taken into ac- 
count,” and says that his “order-index”’ represents the velocity of circulation 
of goods. 

4. The “order-index of labor,’’ like the “coefficient of differentiation,” 
bears a relationship to Fisher’s “velocity of circulation” and Schumpeter’s 
“efficiency’’—or, if one wishes, to Pigou’s “‘trade-velocity” and ‘“income- 
velocity,’ which may be represented by the equation® V;=Vji, 

Marschak presents the equations 


Schumpeter’s MX V ar I 
Total M(i.e., Fisher’s M)XV  Order-index of labor * 





It is clear, from Marschak’s earlier discussion, on page 346 of the article 
cited, that the differences between Schumpeter’s definition of M and Fisher’s 
definition of M have no significance for the problem in hand, since all that 
is necessary is that corresponding changes be introduced in the definition of 
the “goods-side”’ of the respective equations.‘ We may, thereiore, assume 
that, for the purposes of the argument, the two M’s are identical and may be 
canceled out. 

On the other hand, the two V’s are certainly not identical and may not be 
canceled out. If, therefore, we represent Schumpeter’s “efficiency”’ by the 
term V;, and the “‘order-index of labor” by the term 4, we obtain 


V=AV;. 


APPENDIX B 


On Picou’s ALGEBRAIC TREATMENT OF THE RELATIONSHIPS EXISTING 
BETWEEN “TRADE-VELOcITY,” “INCOME-VELOCITY,”’ AND THE 
VELocITY OF CIRCULATION OF Goops 


Attention has already been called to those parts of Pigou’s analysis in 
which, by insisting that “the number of times that representative units of 
money change hands during the year against representative units of com- 

* On the definition of the terms used in this equation, see note 36, supra. 

83 Op. cit., p. 349. 

St The differences between the two M’s discussed by Marschak turn upon the 
question whether we should include in M only cash and bank-deposits or other 
money-substitutes as well. Whether it is logical to include in the M of the “income- 
equation” anything more than the sum of consumers’ balances, or, as Keynes calls 
them, “income-deposits,”’ is, of course, another question, into which Marschak does 
not enter. See, however, in this connection, the comment by Keynes, op. cit., II, 
24 f., on Pigou’s “income-velocity.” 
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modity .. . . must, of course, be equal to the number of times that repre- 
sentative units of commodity change hands against representative units of 
money,” he suggests a belief in the notion that, in certain types of transac- 
tions at any rate, the changes in the velocity of circulation of goods (“the 
number of times that representative units of commodity change hands 
against representative units of money’’) will be mathematically equal to 
changes in the velocity of circulation of money (“‘the number of times that 
representative units of money change hands against representative units of 
commodity”’).55 It was suggested also that the general trend of his analysis is 
closely allied to the type of argument which, in its most articulate form, may 
be said to be crystallized in Holtrop’s notion of a “‘coefficient of differentia- 
tion.”” That this is, in fact, his meaning seems clear from the algebraic treat- 
ment which he accords to the problem at a later point in his Industrial 
Fluctuations. 

Pigou begins by letting 4 represent the “number of times that a represent- 
ative unit of stuff and a representative unit of money change hands against 
one another.”’ Interpreted in the light of the earlier statement cited in the 
preceding paragraph, this would suggest that Pigou would be prepared to 
use a single term for the velocity of circulation of goods and for the velocity 
of circulation of money in certain types of transactions—that he would, in 
other words, be prepared, like Holtrop, to identify the “velocity of circula- 
tion of goods’’ with what amounts to the “coefficient of differentiation.” 
That this is, in fact, the case would seem clear from Pigou’s subsequent 
analysis. Representing by Q the “production of the community during a 
year,” he writes hQ for “the volume of trade in real terms.” It is obvious that 
h would then be roughly equivalent to the “velocity of circulation of goods.” 
Now it is important to notice that Pigou uses the term / not only to represent 
what we have called the “velocity of circulation of goods”’ but also to repre- 
sent the extent to which “income-velocity” differs from “‘trade-velocity,” very 
much as Holtrop used the coefficient of differentiation to represent the extent 
to which the ‘‘velocity of circulation’ of money differs from its “‘effective- 


85 See note 33 to this article, and the reference there given to the first of this pair 
of articles. Cf. also Pigou’s obiter dictum in his article “The Monetary Theory of 
the Trade Cycle,” in Econ. Jour., XXXIX (1929), 187: “If the services . . . . ren- 
dered by three middlemen come to be rendered instead by six, . . . . money changes 
hands twice as often as before against goods—which, of course, also change hands 
twice as often as before against money.” 

%* P. 153 of the rst (1927) ed. 

57 It is, of course, true that, in our own definition of the “velocity of circulation 
of goods,” we should substitute “goods intended for sale” for “production of the 
community during a year.” As was suggested in note 38, supra, however, in connec- 
tion with Holtrop’s analysis, this difference in the definition of the “goods” in whose 
“velocity of circulation” we are interested, though it will concern us in a later publi- 
cation, has no particular significance for the purposes of the discussion in hand. 
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ness.”’ Pigou, that is to say, writes V;=AV;, very much as we might write 
V.=V;-D# 

It is, of course, true that Pigou, unlike Holtrop, does not attempt to give a 
characterization, in terms of their economic meaning, to the transfers repre- 
sented by the letter 4, of the kind that is associated with the “coefficient of 
differentiation.” Indeed, it is possible to find an occasional statement® in his 
treatment which makes one wonder whether Pigou had a clear picture in his 
own mind of the forces determining the size of 4. It is certainly not incon- 
sistent with his general analysis, on the other hand, to assume that he thinks 
of # as being associated somehow with the activities of middlemen. It is 
most certainly clear, at any rate, that he was prepared to distinguish be- 
tween what amounts to a “gross” and a “net’’ velocity of circulation of 
money; that he was prepared to argue that the magnitude representing the 
difference between the two was one which, like Holtrop’s coefficient of dif- 
ferentiation, affects equally the velocities of circulation of money and of 
goods; and, finally, that, by identifying this magnitude outright with what 
amounts to the velocity of circulation of goods, he implies—at this part of 
his treatment, at any rate—that there is no room for the concept of a velocity 
of circulation of goods as a factor affecting the price level, since it changes 
only in so far as there is a simultaneous, equivalent—and therefore, presuma- 
bly, compensating—change in the velocity of circulation of money. 


APPENDIX C 


On Hotrrop’s ALGEBRAIC FORMULATION OF THE RELATIONSHIPS EXISTING 
BETWEEN THE VELOCITY OF CIRCULATION AND THE “EFFECTIVENESS” OF 
MONEY, AND THE COEFFICIENT OF DIFFERENTIATION 


The following seems, to me, a fair representation of the manner in which 
Holtrop derives his formula: 


58 See note 36 to this article. It is true, of course, that Pigou’s V; is not quite the 
same thing as Holtrop’s general concept of ‘velocity of circulation,” which is equiva- 
lent to Fisher’s, and which, as Pigou points out (of. cit., p. 153), differs from V, 
chiefly in the fact that it includes transfers of money in payment for such items, let 
us say, as stock-exchange securities, instead of including, as does Pigou’s V;, only 
transfers against “commodities and services.” There is no reason for supposing, 
however, that Holtrop would not be prepared to accept, for purposes of this par- 
ticular problem, a definition of general “velocity of circulation” which would make 
it virtually equivalent to Pigou’s V,, so that the general justification of the compari- 
son is hardly impaired. 

%® On p. 153 of his Industrial Fluctuations, for example, Pigou remarks that “‘it is 
to be expected” that & will be “larger in good times than in bad.” That V+ will in- 
crease during such periods is probable almost to a certainty; but it is certainly not 
clear that the velocity of circulation of goods, whether it be regarded as being de- 
termined principally by the “number of middlemen’s sales” or the “rate of sale,” 
will necessarily increase at all stages of that period of the business cycle which Pi- 
gou refers to loosely as “good times.” 

© Holtrop, op. cit., p. 113. 
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Velocity of circulation = Coefficient of differentiation 


+1X Effectiveness. 


If we let J,, equal the money-income of the community, J, its real-income, 
G the amount of goods intended for sale, 7, what Holtrop calls the “goods- 
stream” or the “goods-turnover” (though we should prefer to call it the 
“physical volume of sales of goods’’), and 7, the amount of services ex- 
changed for money, we find Holtrop laying down the following propositions: 

(I). “Income is an expression for the quantity of services offered, as well 
as for the value of produced goods.’ As we shall see, Holtrop’s subsequent 
equations permit only one algebraic statement for this proposition, viz., 


G=!I, (1) 


T.=I,. (2) 


(II). “In general, the total of goods-turnover can be made equal to the 
quantity of produced goods, multiplied by the number of times these pass 
from hand to hand.” Ignoring the difficulties associated with Holtrop’s term 
“produced goods,” and remembering also that, for reasons given in note 47 to 
this article, Holtrop may be regarded as identifying the “number of times 
goods pass from hand to hand” (i.e., the velocity of circulation of goods) with 
the coefficient of differentiation, which we may represent by the letter D, we 
obtain 


T,=GXD. (3) 


With the help of Holtrop’s footnote on page 113, I am forced to conclude 
that Holtrop then proceeds as follows: 

Substituting, on the basis of equation (1), we may write equation (3) as 
follows: 


T,=I1,XD (4) 


Adding equation (2) to equation (4), we have™ 
T,+T,=1,XD+I, (5) 


On simplifying, we have 
T,+-T,=I(D+1). (5a) 


® Ibid., p. 112. For equation (1), immediately following, see also ibid., p. 113, 
n. 1. 


© See the footnote to p. 113, cited in the preceding note. 
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On the assumption that we may write® J,=J,,, we obtain 
T,+T.=In(D+1) , (56) 


whict is the preliminary equation given by Holtrop at the top of page 113. 

Ii will be observed that the derivation of this equation, and that of equa- 
tions (4) and (5), is impossible unless we are permitted to assume the ac- 
curacy of equations (1) and (2), since equation (4) is derived by substitution 
from equation (1), and equation (5) is derived by the addition of equation (2) 
to equation (4). My own feeling, however, is that there is no reason for as- 
suming, without further exposition on the part of Holtrop, the truth of the 
equations (1) and (2). Why may we not write 


I,=T,+T., 


which would give a meaning for J; much more reasonable on its face, in 


place of 
.,=G=T,, 


which is what is called for by equations (1) and (2)? 

The question is especially pertinent in view of the fact that the rest of 
Holtrop’s analysis seems clearly to imply the necessity for assuming the truth 
of another equation, viz. ,™ 


MV=T,+T,. (6) 


It is to be noted that, according to Holtrop’s formulation, “income” 
(our J,,) differs from MV in the fact that MV includes expenditure upon 
both goods and services, whereas, for some reason not given, J,, includes ex- 
penditure upon either goods or services, but not both. We may, however, 


% It is of course obvious that, in strict accuracy, the equation should read 

—_ | = 

a P’ 

in which P is an index of the price level at which the income-goods contained in /, 
are priced. In view of the fact, however, that what we have designated as equation 
(6) involves the same type of simplification, no harm is done by omitting the factor P 
in the two cases. That is to say, we might rewrite equation (5a) in the form 


I, 


I m 
Te+T.= 5 + (D+1), 


and equation (6) in the form 
MV 
P 


and still arrive at equation (7), which reads 
MV=I,,(D+1), 
since the two P’s would then cancel. 


% See the preceding note. 


=(Tg+Ts) , 
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proceed with the derivation of Holtrop’s final equation. By substitution, on 
the basis of equation (5+), we may rewrite (6) as follows: 


MV=I,,(D+1). (7) 


The rest of Holtrop’s algebra seems straight enough if one is willing to ac- 
cept, as a definition of the “effectiveness” of money, “the relationship be- 
tween the price of all services (sic) in a given period, i.e., money-income, and 
the quantity of money.’ I.e., if we represent the “effectiveness” of money 
by V;, we have 


It is this formula which makes it possible for Holtrop, after having obtained, 
by the simple device of dividing equation (7) by M, the equation 


v=" (D+), (9) 


and, by substituting, on the basis of equation (8), to rewrite equation (9) as 
follows: 


V=(D+1)XVi, (10) 


which is his general formula for the relationships existing between V, V;, 
and D, and in which he has sufficient confidence to apply it to actual data, in 
order to determine statistically the “coefficient of differentiation.” Yet it is 
% Holtrop, op. cit., p. 112. See also note 40, supra. 
% See Holtrop, ibid., p. 181, col. 7. Holtrop, at this point, represents the compu- 
tation as having been made by using the formula 


“Money-turnover” — Total income 
Total income , 





When, however, it is recognized that “‘money-turnover” is nothing more than MV, 
. er ar wor Lie 
and that the formula for “effectiveness” is uv’ it becomes clear that he is using the 


formula developed on p. 113 of his Omloopssneiheid. This latter formula, that is to 
say, may be written 


V=(D+)x}, 


MV 


7 —1=D, 
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obvious that, in view of his failure to explain the precise justification, on 
theoretical grounds, of the equation 


I,=G=T,, 


on which the whole derivation of the formula may be said to rest, both the 
formula and the statistical results obtained by its use must be questioned. 

This fact is the more remarkable in view of the circumstance that, so far 
as the problem of establishing a symbolic relationship between the three vari- 
ables is concerned, it would not seem to be necessary to go beyond the simple 
formulation 


V=D.-V; ° 


This would indicate, with sufficient definiteness, the idea that the gross figure 
for “velocity”’ (V) is made up of a net figure (the “effectiveness” of money), 
representing the transfers of money which really act upon the price level be- 
cause changes in their amount are not necessarily paired with precisely 
equivalent changes in the “velocity of circulation” of goods, and a supple- 
mentary figure (the coefficient of differentiation), representing changes in the 
velocity of money which are without effect upon the price level, for the reason 
that they are necessarily paired with changes in the “velocity of circulation 
of goods.” Moreover, the equation, when written 


v=! 
would indicate, with greater clarity than is apparent from Holtrop’s own 
algebraic formulation, what, in Holtrop’s words, are the relationships exist- 
ing between the “effectiveness” of money and its “velocity.” “The effective- 
ness of money,”’ says Holtrop himself, “is subject to the same influences as 
velocity, except in so far as they arise out of a change in the coefficient of 
differentiation.”"” It will be observed, incidentally, that “‘effectiveness,” as 


so defined, is not at all necessarily equivalent to a , as it would have to be 


to justify Holtrop’s algebra. 
ARTHUR W. MARGET 


UNIVERSITY OF MINNESOTA 


which is, of course, equivalent to 


—>—=D, 


the formula used by Holtrop in his statistical computation. 
% Omloopssnelheid, p. 113. 





TIME AND CAPITALISTIC PRODUCTION’ 


NE of the chief problems of modern economic theory is to 
account for the influence of time on economic phenom- 
ena. Time is a general category of phenomena; all 

changes take place in time and, thus, in an indirect way, this factor 
enters everywhere when we are approaching concrete reality. But 
it is the aim of scientific analysis to establish functional interrela- 
tions between phenomena, which are invariant with respect to 
time. If we had deduced a law containing time as a parameter we 
should endeavor, in most cases, to trace the changes in our rela- 
tionship to some hidden causes, because generally we are not in- 
clined to attribute to time as a formal category any real force of 
causation. Therefore, if we keep time as a parameter, we often 
regard it as a symbol of unexplored causes. 

However, in certain economic phenomena time plays a less 
formal, more inherently relevant réle. One of the most important 
among these is capitalistic production. Perhaps the first to realize 
this clearly was Jevons. In his Theory of Political Economy (ed. 
1871, p. 220) we read: 

Whatever improvements in the supply of commodities lengthen the aver- 
age interval between the moment when any labor is exerted and its ultimate 
result accomplished require the use of capital. Whenever we overlook the 
irrelevant complications introduced by the division of labor and the fre- 
quency of exchange, all employments of capital resolve themselves into the 
fact of time elapsing between the beginning and end of industry. 


As is well known, this theory was further developed by E. v. 
Béhm-Bawerk? who, in addition, emphasizes as a general fact 
that the greater the roundaboutness of production—i.e., the 
longer the average time elapsing between the successive employ- 
ments of labor and completion of its result—the more productive 

*I desire to thank Professor Henry Schultz, who read the manuscript of the 
article, for his valuable suggestions. The present paper is a further development of 


an article on the same subject which appeared in the Monthly Bulletins of the J our- 
nal of the Hungarian Society of Engineers and Architects, Vol. VIII (1931), Nos. 5-6. 


* Positive Theorie des Kapitals (Innsbruck, 1888). 
$13 
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in the technological sense the whole process of production be- 
comes. His greatest and most original contribution to the subject 
is the determination of the optimum average period of production. 
Béhm-Bawerk here presents, as K. Wicksell’ justly observes, the 
first systematic and comprehensive solution of the old problem of 
the relations between wages and rate of interest in a market with 
free competition. He succeeded in doing this, however, only by 
the aid of a series of simplifying assumptions regarding the nature 
of the productive process and by neglecting the réle of ground rent 
in production. 

Thereafter K. Wicksell* gave a detailed mathematical treat- 
ment of Béhm-Bawerk’s theory and introduced land use in addi- 
tion to labor as a primary factor of production. Later’ he com- 
bined Béhm-Bawerk’s analysis with the marginal-productivity 
theory and thus succeeded in establishing a logically consistent 
theory of a certain type of capitalistic production in stationary 
equilibrium. 

The type of production investigated by Béhm-Bawerk and 
Wicksell must, however, be characterized as oversimplified and, 
therefore, highly different from reality. It consists of a simple 
process during which the workers and the productive forces of 
nature are employed continuously and the value of output is sup- 
posed to increase with the length of the process. In reality, mod- 
ern production involves a co-operation of the primary factors of 
production: labor and land use with more-or-less durable capital 
goods—machines, buildings, etc. The time element of production 
is not only due to the time of production of consumption goods, 
but, also, and even in a higher degree, to the lifetime of the instru- 
ments of production. Evidently this process is much more com- 
plicated than the one treated originally by Béhm-Bawerk and 
Wicksell, and it is difficult to apply to it the deductions derived 
from the latter. 

A notable step toward a more realistic theory of production 
was made by G. Akerman who in his work deals chiefly with the 

3 Vorlesungen iiber Nationalékonomie (Jena, 1913), p. 234. 

4 Uber Wert, Kapital und Rente (Jena, 1893). 

5 Vorlesungen iiber Nationalékonomie (1913). 

* Realkapital und Kapitalsins (Stockholm, 1923). 





TIME AND CAPITALISTIC PRODUCTION 515 


determination of the most economical lifetime of capital goods 
and its relations to wages, the rate of interest, and amortization. 
Wicksell’ gave a mathematical analysis of the same problem and 
investigated some of its theoretical consequences. 

A further contribution to the subject was made by G. Macken- 
roth,* who, starting from the equations of Cassel, gives a theory 
of the interdependence of economic factors by introducing the 
time of production and durability of capital goods. In the follow- 
ing we shall deduce by another method a system of equations 
which are based on a more detailed analysis of the productive 
process, and which express not only the mutual dependence of 
economic variables but also contain the quantitative relations 
which determine their optimal value, and take account of the 
réle of working and fixed capital in production. 

Let us assume that an economy comprises individuals, @ in 
number, who possess labor, land,’ and capital, the services of 
which they offer to the entrepreneurs in exchange for consump- 
tion goods necessary for their subsistence. We suppose that the 
entrepreneurs are included in their number, 6. Let us denote the 
initial quantities of labor, land, and capital in the possession of 
the »-th individual by /,,, g., and &,,, and the amounts of these 
productive factors offered by the same individual for use during a 
unit time period by /,, g, and k, respectively. 

The income derived from the sale of the productive services— 
to which is added in the case of entrepreneurs the profit P, arising 
from the sale of consumption goods and expressed in the numéraire 
—is entirely employed for the purchase of consumption goods. 
We treat here a perfect stationary equilibrium so that new savings 
which could be used for new investments, changes in population, 
or changes in the utility functions, as well as new inventions in 
production, are excluded. If a,, b,,...., denote the respective 
quantities of consumption goods of types A, B,.... , purchased 
during unit time (one of which is chosen as muméraire) and 


?“Realkapital och Kapitalriinta,” Ekonomisk Tidskrift, XXV (1923), 145. 

*“Period of Production, Durability, and the Rate of Interest in the Economic 
Equilibrium,” Journal of Political Economy, XXXVIII (1930), 629. 

* Land stands here for the productive forces of nature not freely available and 
which, being permanent, do not require replacement. 
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bi, Do, t, Pa, Po, . ..., designate the rates per unit time of wage, 
ground rent, and interest of capital, and the respective prices of 
consumption goods, then the income during a short time inter- 
val, di, is the sum of the amounts /,p,dt, g,p,dt, and k,idt; and 
the items of expense are a,p,dt, b,pydt, By equating income 
and expenses, we obtain: 


LpitgPotkitP, =apatb pot Piss (1a) 


All the quantities in this equation are unknowns to be determined 
by further considerations. 

The exchange of services and goods is governed by the well- 
known law that each individual tends to equalize his weighted 
final degrees of the utilities for the goods remaining in his posses- 
sion. If 


$,=9,|(1..—L,), (Zo»— gr), (ko— ky), ay, b,, eee .] 


stands for the total utility function of the »-th individual which 
depends on his total possession of goods, and the partial deriva- 
tives of this function with respect to the quantities of goods are 
Plys Lov Pky» Parr Pby then we can write: 


(16) 


If the number of the types of consumption goods is wu, then we 
have here for each individual 4+ 3 equations so that the total 
number of equations (1) for @ individuals is @(u+3). 

We could by the aid of these equations express the quantities: 
L,, 8», Rr, @y, 6,, . . . . , a8 functions of all the prices, and by adding 
them derive the total supply of productive services and the total 
demand of consumption goods, both as functions of prices. As 
these are the only expressions needed for our future deductions 
we could have started by simply postulating these supply and 
demand functions and the equation derived by adding the equa- 
tions (1a) for all individuals. In this way we could have avoided 
the introduction of utility functions. 

Our further investigations will furnish the expressions for the 
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demand of the factors of production and the supply of consump- 
tion goods. For this purpose we have to consider the plants pro- 
ducing consumption goods. We suppose that for each type of 
these goods there exists a large number of plants so that the out- 
put of each plant is small as compared with the total production 
of the commodity in question. Let the total number of plants be 
n. The v-th plant, producing commodities of the type A and in 
quantity a; during unit time, employs a certain amount of labor, 
land, and machines and adopts a process of production of a cer- 
tain length, each measured in convenient units. For unit machine 
it is most convenient to take a machine which requires unit energy 
per unit time for its normal operation and we assume that the 
amount of labor and land use, denoted by A and y, necessary for 
its construction depend only on the durability of the machine, 
but are independent of the type of work performed by the ma- 
chine. We suppose, also, for the sake of simplicity that the 
amounts of factors necessary for the production of any aggregate 
of machines can always be expressed in the form: md, my where 
m is the amount of machinery measured by the unit chosen.” 

In order to simplify our deductions we disregard the qualitative 
differences existing within the various groups or classes of the 
productive services, and we suppose the price of use of each unit 
is the same within each of the three groups. These simplifying 
assumptions do not involve essential limitations in our analysis. 
We could, e.g., take account of the qualitative differences be- 
tween various types of labor by distinguishing through the nota- 
tions J’, 2”, ...., and py, py’, ...., the amounts used and the 
wages of each type, and we could do the same for the other fac- 
tors of production. But this would mean a complication in the 
symbolism of our equations without any corresponding gain in 
the insight furnished by them. 

The amount of productive factors used in the plant as well as 
the length of the productive process we regard as independent 
variables, to each set of which corresponds a certain output a} dur- 
ing unit time. This is expressed by the equation: 


a, =fAl, 8, m;, t) ’ (2) 


” For a more general assumption see note 16, infra. 
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where /}, g’, and m} denote the amounts of labor, land, and ma- 
chines used during each phase of unit time length in the produc- 
tive process of duration ¢/. Here we suppose for the sake of sim- 
plicity that during the whole process in every phase of unit time 
the same amounts of productive factors are always employed. 
Regarding the nature of the function /, we assume that, with the 
increase of one variable, the others remaining constant, the out- 
put increases also, but at a decreasing rate. In reality, the varia- 
bles in the function f, will not always be independent. In that 
case we should have additional functional relations between them 
which could be expressed in the form of equations. But this would 
not lead to an essential modification of our conclusions. It is ob- 
vious that in stationary equilibrium, when parallel processes of 
production in different stages of completion are going on in every 
plant, the total amounts of productive factors employed in the 
plant during unit time will be respectively 72, tig’, and tm}. 

The cost of the productive process during a time interval, di, 
will be: 


air, lt —_ (Herts. Mibu | wpa) dt ’ (3a) 


where 7, is the current cost of production for a unit commodity 
of the type A, p,, the price of machine use, and w,p, the total 
fixed costs of general equipment, each of these referred to unit 
time. In the expression for the fixed costs w, denotes the amount 
of general equipment measured in convenient units (e.g., cubic 
feet) and p, the price of its use. As in stationary equilibrium 
there are constantly ¢) productive processes going on in each plant, 
the total fixed costs must be divided by # to obtain the part borne 
by one process. 

The cost incurred by the process during each time interval di at 
a time distance ¢ from the moment of completion must be multi- 
plied by a convenient discount factor in order to obtain its value 
at the time of completion. This discount factor is e’’, if we assume 
continuous capitalization of interest. 

Adding (i.e., integrating) the values thus obtained for all time 
intervals, we have for the total cost: 


tb 
cle ahrw { e*'dt =a) rudy (36) 
° 
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where II, stands for the average costs, i.e., total costs of a unit of 
the commodity produced, and 6,= ¢ == . 

For the production of the same quantity a) of goods the entre- 
preneur can choose different amounts of the productive factors 
and different lengths of the process of production. He will make 
his selection so as to minimize II,,, supposing all prices remaining 
constants. Therefore, we can derive the quantitative conditions 
of minimum costs in the following way." As we assume that, for 
the different possible combinations of the productive factors and 
lengths of production, the output is the same—i.e., that a) can 
be regarded as constant, while the amounts of factors are varied— 
the differential of (2) is equal to zero: 


or Ut oe gts ue ; dm +o demo. 


For the minimum value of II, the differential of (30) is also zero: 


(pedll + pedg!-+ Pmdm!)8,-+ +2ote) dao. 


From these equations we deduce the quantitative conditions of 
minimum costs in the form: 


1 of 1 Of 1 PW _ 1 (4) 
bp: Ol, bp, Og, bpm Om, Arla) at, ° 
at, 


If we suppose that each quantity of goods is produced at mini- 
mum costs, then, by the aid of equations (2)—(4) we can express 
II, as a function of the output a! and pi, p,, Pm, 4, Po 
we only vary a} then, in general II,, decreases to a minimum, and 
from this point increases with increasing output. In order to have 
a stable equilibrium, we assume that all the plants are producing 
at increasing average costs.” 


" A. L. Bowley, The Mathematical Groundwork of Economics (Oxford, 1924), p. 29. 


= The author does not intend here to deny the possibility under certain circum- 
stances of stable equilibrium under conditions of decreasing average costs. 
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Then, the market price of the commodity A will be equal to 
the marginal cost, that is: 


™ 0(a{T1.») = U May 
p= Mlle) ante, Be. 6 


As we see, there exists in the general case profit due to the differ- 
ence between price and average cost: 


P,=4)(pa—Tw) « (6) 


oll, . . . . 
If, however, ja? Or bes the plant is producing at its lowest pos- 


sible average cost or at constant average costs, the profit disap- 
pears." The first alternative should be the case in long-run equi- 
librium." We shall in the following, however, admit the existence 
of profits due to certain deviations from the ideal conditions of 
long-run equilibrium, though this is not essential for our prob- 
lem. But, in this way, we have a more general theory comprising 
the absence of profit as a special case and, at the same time, by 
retaining this very important element we are nearer to economic 
reality where it is never absent." 

We have now to consider the machines and general equipment 
employed in production. As we have already stated, for the pro- 
duction of a unit machine a certain amount of labor and land use 
denoted by \ and y are necessary. But these amounts depend on 
the durability, 7, of the machine so that they must be considered 
as functions of r. As regards the nature of these functions we 
have to consider that, in order to produce a machine of longer 
duration, greater amounts of labor and land use are, in general, 
necessary, but we can suppose that the latter increase in a slighter 
degree than the durability. At the same time, we suppose that 
the services rendered by a machine in the production of consump- 
tion goods are not influenced by its shorter or longer durability. 

3 H. Schultz, “Marginal Productivity and the General Pricing Process,” Journal 
of Political Economy, XXXVII (1929), 505. 

4 J. Viner, “Cost Curves and Supply Curves,” Zeitschrift fiir Nationalékonomie, 
III (1931), 23. 

*s Wo. Heller, Theoretische V olkswirtschaftlehre (Leipzig, 1927), p. 152. 
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The value of a machine must be equal to its cost of production, 
which in the case of economic equilibrium is also equal to the 
present values of the sums paid for the use of the machine, sup- 
posing that the machines are immediately employed after their 
completion. The amount paid for the use of the machine during 
the interval dt is p,,dt. If this interval is at a time distance ¢ from 
the moment of completion of the machine, then its present value is 
Pué “dt. We suppose that #,, is the same for each interval dt and 
neglect the time required for the production of the machine which 
is small compared with its durability. Then, adding the present 
values calculated above, we obtain: 


f Put~tdt= Pm > —S= porta, , (7a) 


In the equation (7a) \ and y are known functions of r. We 
have to consider what conditions determine r. For this purpose 
we note that in (7a) pi, ~,, Pm and i cannot be regarded as given 
magnitudes, but are all variables depending on all the other data 
of the economy. But when comparing the economic advantages 
of machines of different durabilities we can evidently regard pi, p,, 
and ,, as temporarily known constants, as their value is primarily 
derived from the co-operation of the productive factors in produc- 
tion, and this, according to our assumptions, is not influenced by 
the lifetime of the machines employed. Thus, we can regard the 
rate of interest 7 and 7 as the only variables in (7a). Capitalists 
will tend to invest their capital in a way to receive maximum net 
returns. The durability of the machines is chosen, therefore, so 
as to maximize 7. The quantitative condition for this we obtain 


by differentiating (7a) with respect to r and putting -d =o. Thus, 


we derive :"® 
dd d 
Pmt = pi T+ Pe 9 - (70) 


© See also K. Wicksell, Ekonomisk Tidskrift, loc. cit. We observe that for the 
construction of machines the use of already existing machines is also necessary. As 
we assume here, for the sake of simplicity, that the construction of new machines 
and equipment takes place in the same plants and at the same time as the produc- 
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If we multiply both sides of our equations by dr, then it expresses 
the fact that for the optimal lifetime the present value of the 
additional use of the machine made possible by a small increase in 
durability is equal to the additional costs. As we shall see later, 
the optimum durability of machines increases with decrease in 
the rate of interest. 

Similar equations hold for the investments in general equip- 
ment: 


Ic 


Po i =N' pity ’ 


, 


ir’ a= dy’ dy 
pul =p ay’ t Po d,’ ° 


where )’ and 7’ denote labor and land use necessary for the pro- 
duction of unit equipment, and 7’ is the durability. 

The tendency of capitalists to attain maximal rates of interest 
in their investments brings about the uniformity of interest in all 
the branches of industry. If in one branch of industry the rate of 
interest were higher, capital would flow to this branch from other 
branches. This would cause increased production in this branch 
of industry and a decrease of the price of commodity, whereas 
there would be increase in the prices of articles produced by the 
aid of diminished capital. These changes of prices reacting on the 
price ef use of machines employed would result in a renewed 
shifting of capital in the various branches of industry until the 
difference between the rates of interest is eliminated. The rate of 


tion of consumption goods, we can suppose that the machinery used at their con- 
struction is the general equipment of the plants. The cost of use of general equip- 
ment is already fully taken into account by equation (3a) so that it must not be 
considered here. 

The foregoing simplifying assumptions regarding the construction of machines 
and equipment, however, do not involve essential limitations of our analysis. At 
the cost of more lengthy formulae we could suppose two additional branches of in- 
dustry to exist, each comprising several plants which produce machines and general 
equipment respectively. The number of machines produced per unit time in the 
a-th plant could be expressed similarly to (2) as: 


m, =f.(ra, Ya: May ta) ’ 


where \,, Yq, #a denote the amount of labor, land, and machines used during each 
phase of production of length ¢,, which would not be neglected now. We could, 
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interest so determined is clearly dependent on both objective and 
subjective factors. The former are furnished by the increased pro- 
ductivity made possible by capital investment, whereas the latter 
are represented by the utility considerations which direct the dis- 
position of capital in the case of the individual capitalists. Fur- 
thermore, the amount of capital accumulation is dependent on 
the subjective valuation of future utilities which determine the 
part of the income stream set aside for savings.’’ But analysis of 
the phenomena of savings is beyond the scope of this paper. 
Finally, we have to consider the quantities of the goods and 
services which are demanded and supplied, and which must be 


then, treat the production of machines and equipment as that of consumption goods. 
We should have for the price ,, of a unit machine corresponding to (5): 


dll 


Pm =H.T™, 


’ 


om, 


where II,,, is the total cost of a unit machine. As A,, y,, and u, are, in general, all 
functions of the durability +, so p,, is also a function of r beside other variables. 
Corresponding to (7a) and (7b) we should have: 

I =e 


Pn i =pm, 


e-it= Pm 
Pm - Or’ 

Following the reasoning which leads to (10a) and (10b) we should have for the 
supply and demand of machines: 


> Pa ud , > . 
om.=— (St m+ Zl apetZgug) , 


where the terms in the brackets correspond to the number of machines used in the 
consumption good, machine, and general equipment industry. Similar equations 
can be deduced for the industry producing general equipment. Equations (102), 
(10d), (11¢), and (11d) should have to be modified slightly in this more complicated 
case, e.g., equation (10a) would be now: 


I,= Zt + Liha tVigrg , 


where the terms on the right hand correspond to the demand for labor in the three 
branches of industry. The analysis can be carried through without difficulty. It 
does not, however, yield essentially different results from those in the text. 


"I. Fisher, The Theory of Interest (New York, 1930), App. §6. 
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equal in stationary equilibrium. For the supply and demand of 
consumption goods we have the following u equations: 


Oe 
2a,=24, , 


where the summations on the left side are to be extended over all 
plants, those of the right side over all individuals. 

For labor and land use there are two sources of demand. The 
first is the continuous co-operation of labor and land in the pro- 
duction of consumption goods in all the parallel processes of dif- 
ferent degrees of completion. The amounts demanded for this 
purpose are respectively >#//) and Zé/g!, where the summations 
are to be extended over all plants, which are assumed to remain 
constant in number. 

The other source of demand for labor and land use is the re- 
placement of worn-out machines and equipment. To calculate this 
we have to take into account that among the total number, 
>t; m}, of machines in use, machines of all the different possible 
ages are represented in equal numbers and, therefore, the number 


, ‘ , -_ = 
of machines just becoming obsolescent is —2é/m!, and the same 
T 


number of new machines is required to replace them."* The same 
consideration applies to the replacement of general equipment. 
Thus, we can write for the supply and demand of labor and land: 


y erry VS 
2h, =Ztl,+— Thm,+—; Lor , (104) 
T T 


Dg,=2 e+ Dim! + 5 Yur . (108) 

Here the summations on the left side are to be extended over all 
individuals of the community, those of the right over all plants. 

We have to add a further equation expressing the fact that the 

capital employed in production is equal to that supplied by the 

individual capitalists. We have two kinds of capital. On the one 


*8 See also H. Hotelling, ““A General Mathematical Treatment of Depreciation,” 
Jour. Amer. Stat. Assoc., XX (1925), 340. 
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hand, the employment of working capital is necessary, because 
the production of consumption goods takes time. Working capi- 
tal has its material form in the different unfinished goods in vari- 
ous degrees of completion. As we saw, the value of a commodity 
A ase has been since a time /, in the process of production, is 
Ta £ —. In stationary equilibrium the amount of commodities 
which have been in process of production at the v-th plant since a 
time of length between /, and t,+<d1, is ajdi,. Multiplying this by 
the value of commodities, integrating and adding the values so 
obtained for all plants, we deduce for the working capital the 
following expression: 


ty e'tv—y ce, —1— il 
ae f ; dt, = Lala» — , (11a) 
°o 


where the summation is to be extended over all the plants pro- 
ducing the different types of commodities. 

On the other hand, there is fixed capital in the form of machines 
and general equipment. The amount of fixed capital is equal to 
the value of machines and equipment of various ages. The pres- 
ent value of a machine in use since the time / is the sum of the 
present values of its remaining uses, i.e.: 


rt I-¢€ —i(r—t) 
wl “dat, ——- ° 
f p Pn 


The number of machines in use since a time of length between / 


- , a I 
and ¢+dé is in stationary equilibrium: zhm Mt, where the sum- 


mation is to be extended over all the plants. Multiplying these 
expressions, integrating over all possible ages, and adopting the 
same reasoning for the general equipment, we obtain for the 
fixed capital: 


tim!’ "I-¢ —i(r—8) wp. (° 1-e~r'-9 
ks=>> mmf i i di+ > - af { oe dt 
lo Joe 


r 


_ elim, | ir—1+e-* wep, ir’ —1 +e" 
= Hp ROE yy he irate 


'” See also K. Wicksell, Ekonomisk Tidskrift, loc. cit. 
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Now we can write for the supply and demand of capital: 
Lhy=kw tk; . (r1¢) 


It is important to note that according to the formulae deduced, 
invested capital depends on two factors, one of which is the vol- 
ume of production and the number of the instruments of produc- 
tion, and the other is determined by the time parameters of pro- 
duction. It might be called a quantity of two dimensions having 
breadth and height” and changes in either of the two, independ- 
ently of the other, are possible. 

Instead of the equation (11¢c) we can deduce another equiva- 
lent equation if we simply write that the net returns of invested 
capital are equal to the sums paid for the use of machines and 
equipment, diminished by the cost of replacement plus the excess 
of the cost of production of consumption goods over the current 
expenses. Thus, we obtain: 


oo _Abrt bo tot _Nbrty'de 
izk, _ (Pn > ) 2i,m,+ (r. 7 Pe) 3 (1 1d) 
+2 (alr wd»—tlalre) . 


We can obtain this equation also from (11¢) by multiplying it by i 
and by substituting according to (11a), (110), (7a), and (8). 
The equations of our system are not all independent. In order 
to prove this, we multiply (10a) and (10)) respectively by p, and 
p,, and add them to (11d), thus deriving, by substituting accord- 
ing to (3a), 
PiX=lL+ pyXgrtirkr=Talwardr . 


Substituting in this equation by (35), (6), and (9) we obtain: 
PiLL+ PL gtitket+ZUP,=pslatprb+ -++-, 


ie., total receipts of the individuals equal their total expenses. 
But the same equation can be deduced, also, by adding equations 
(1a) for each individual. The number of independent equations is, 
therefore, one less than the total number of equations in the sys- 


» K. Wicksell, Vorlesungen iib. Nat. ék., p. 224. 
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tem summarized in Table I. The unknowns of our system are 
contained in Table II (of symbols). 

Since the number of independent equations is equal to that of 
the unknowns of our problem, we may say that they contain the 


TABLE I 


Designation of Equations Number of 


Equations 
(1a), (10) Sth e bole O(u+3) 
(2), (3@), (36) 


(5), (6).. 
(7a), (75). 
(8) 


(10a), (106), (11d) 
Total number of equations: 6(u+ satitbete 
Number of independent equations: 0(u+3)+8y+u+6 


TABLE II 








Signification 





Number of individuals Known 
Number of types of consumption | Known 


Number of plants Known 
Amount of general equipment of | Known 
the »-th plant ; 
lov, Sov, Roy Amounts of labor, land, and capi-| Known 
tal originally in possession of 
‘. a & offered for sale during unit time by | Unknown 
the »-th individual 
OS eee Amounts of consumption goods | Unknown 
purchased per unit time by the 
»-th individual 
Pi, Post Rate per unit time of wage, ground Unknown 
rent, and interest of capital 
> Prices of consumption goods* Unknown 
Pm: Po Prices of use per unit time of ma- Unknown 
chines and general equipment 
a’, U, g,, m’,, t, | Output, amount of labor, land use, | Unknown 
and machines employed per unit 
time; length of production in the 
»-th plant 
Tar, Hey, P, Current and total cost of a unit 
ens, and profit of the »-th 
t 


Durabilities of machines and gen- 
eral equipment 














Total number of unknowns: 0(u+3)+89+4+6 





* The price of the commodity chosen as muméraire is equal to unity and, therefore, known. 
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necessary conditions of equilibrium. Our system of equations is 
akin to that of Walras and Pareto in the sense that it connects the 
simultaneous demand for consumption goods and the supply of 
the primary factors of production, and expresses at the same time 
the general interdependence of economic variables. However, be- 
side this cross-section of the economic system, it contains, also, 
its longitudinal section in time, as it expresses that most impor- 
tant characteristic of capitalistic production, which is the fact 
that a part of the available factors of production is constantly 
used for the satisfaction of future consumption. The time dis- 
tance between this consumption and the investment of capital in- 
creases with the intensity of the capitalistic character of produc- 
tion. Thus, our system of equations takes account of the principal 
results of the investigations begun by Jevons, Béhm-Bawerk, and 
Wicksell and represents a synthesis of the two lines of research. 
If we put in our equations ¢}=1, r=7’ = ~ and omit the equa- 
tions determining the optimal value of the time parameters of pro- 
duction, we then have an equilibrium similar in certain respects 
to the stationary economy of the Lausanne school. In this case 
equations (10a), (10b), and (11) will have the simple form: 


2,=Zh; , 


+ > _ , 
=gr-=Zg, , 


k;= 7. mbt Pe . 


In equations (3) we still have a discount factor, and working capi- 
tal is required by production owing to the fact that the payments 
for the factors of production and the receipts from the sale of the 
articles produced do not coincide in point of time. 

In conclusion, we give a more concrete illustration of the inter- 
dependence of economic variables by means of a development and 
modification of an example given by K. Wicksell.** Let us assume 
that only one type of commodity is produced in our community. 
Furthermore, let us disregard land as an economic factor. Let us 


* K. Wicksell, Ekonomisk Tidskrift, loc. cit. 





TIME AND CAPITALISTIC PRODUCTION 529 


also assume that the total amounts of labor and capital in posses- 
sion of the individuals in the economy are always offered in ex- 
change for the commodity produced. 

Let the production function of each plant be the same and of 
the following type: 


a=f(l, m, t)=d*n't , (1") 


where c, a, 8, and y are positive constants, the three exponents 
being each less than unity. 

If we disregard fixed costs, the equations for the determination 
of average cost and its minimum value will be given by: 


all,=(Upr+-mpn) ——*=(Iprt-mpn)® , (2 


ff a oe . (3%) 
5p: | bpm m e(lpitmp,) t 3 


respectively, corresponding to (3b) and (4). 
If we make the assumption that a+8=1, we can easily prove, 
by expressing II, as a function of output and prices by means of 


(1"), (2") and (3") that * =o, so that we have p,=II,. We choose 


the commodity produced for numéraire, so that p,=II,=1. 
From the equations (3") we deduce: 


The solution of this transcendental equation for i gives a fixed 
value independent of the other economic data, e.g., amount of 
labor and capital. Thus, we have the result that under our as- - 
sumptions the length of the process of production is inversely 
proportional to the rate of interest in stationary equilibrium (i.e., 
their product is equal to a constant). 

In order to calculate the durability of the machines used in pro- 
duction, we assume that the amount of labor necessary for the 
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production of a unit machine is the following function” of its 
lifetime r: 

A=c'r" 
where c’ and » are constants, and o<»<x1r. 

Substituting this in equations (7) where now =o, we obtain 

by division: 
eir— I mm - ( 5") 
v 
Solving this equation for ir we have again a value independent 
of other economic data, i.e., the optimal lifetime of our machines 
is inversely proportional to the rate of interest. 

Since according to our assumptions (1") is homogeneous in the 
variables / and m, we can regard them in (1') as representing the 
total amounts of labor and machinery co-operating in production 
of a as the total output of the economy during unit time. 

By taking into account the labor necessary for the replacement 
of worn-out machines we have for the total available labor L: 


L=i(14+* m) ; (6%) 


We can easily prove by means of (3') and (5") that the ratio 


Xm . : , a 
I/ ; isa constant, independent of economic data. This signifies 


that in stationary equilibrium the same percentage of labor is 
always occupied in production of goods and replacement of ma- 
chines independently of its total amount or of invested capital. 
The total amount of capital invested will be: 
—_ —il t ¥ ——— —ir 
k= (lpr+-mpn) ——2—* fom ote (7) 


? T # 





By means of the system of equations (1")—(7") we can express each 
of our economic data in terms of one of them. If we choose the 
rate of interest as parameter, we have: 
k=¢,i°"?- (8a) 
a=¢c,pt bs (8*) 
piace (8*c) 
where ¢,, ¢,, and ¢, are constants. 
= K. Wicksell, Ekonomisk Tidskrift, loc. cit. 
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We can compare now various states of stationary equilibrium 
in our economy which differ only in the amount of capital avail- 
able. From our equation we see, since according to our assump- 
tions (v—1)8—y <o, that when capital is increased, the rate of 
interest falls. Equation (8"b) gives the amount of production. If 
here the exponent 1+(v—1)8—-y <o, then, increased capital, the 
amount of labor being constant, leads to increased production, 
which is the case in reality. If, however, the exponent is positive, 
we have the social paradox of increased capital involving decrease 
of production. This alternative, however, has only theoretic sig- 
nificance and its logical possibility is due to the simplifying as- 
sumptions we made concerning the characteristic functions of 
production. Finally, equation (8'c) expresses the fact that, with 
the increase of the amount of capital, wages increase relatively to 
the price of the use of machines. 

Our system of equations is only valid for stationary equilibri- 
um. In reality there are several factors at work which bring about 
deviations from such an equilibrium. Most important of these 
are growth of population and the accumulation of savings, in 
consequence of which the amounts of labor and capital available 
are changing. In the case of a simultaneous occurrence of these 
two disturbing factors we could easily determine the amount of 
savings which, productively invested, would prevent a change in 
prices otherwise necessitated by a given increase of population. 
In this case, the time parameters of production would remain con- 
stant. Increased investment would only result in an increase of 
the volume of production and number of machines, i.e., capital 
would only increase in breadth. If, however, the amount of sav- 
ings should differ from the rate determined in this way, we should 
have changes in prices with a subsequent adjustment of the time 
parameters of production. We should have an increase of capital 
in its height. A detailed analysis of these phenomena is, however, 


beyond the scope of the present paper. 
EDWARD THEISS 
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IRA STEWARD ON CONSUMPTION AND 
UNEMPLOYMENT 


OME sixty years ago a New England labor leader gave 
form to a philosophy of American wages and unemploy- 
ment that sounds strangely apposite today. The depres- 

sion of 1873 gave point to his utterances, but the sermon had been 
composed long before the text. Ira Steward is said to have dedi- 
cated himself to the cause of shorter hours in 1850, when as a 
youth of nineteen he was working twelve hours a day as a machin- 
ist’s apprentice.’ Subsequently he converted the Machinists’ Un- 
ion to his viewpoint, founded various eight-hour leagues in and 
around Boston, and carried his influence to the state legislature 
and to Congress.? By the early sixties his activities were in full 


* Very little is known today of Steward’s life. The longest biographical notice 
(William Edlin in The Comrade, Vol. I, December, 1901) tells nothing of his back- 
ground or education. That Steward was self-taught is obvious from his manner of 
writing, and he makes no claim to intimate acquaintance with any of the economists, 
although he refers repeatedly to Mill and McCulloch. 

Steward was born in 1831, and is first mentioned as appearing publicly in 1863 
when, as a delegate at the convention of the Machinists’ and Blacksmiths’ Union in 
Boston, he secured the passage of an eight-hour resolution together with an ap- 
propriation of $400 each from his own organization and from the Boston Trades 
Assembly for legislative lobbying. 

From 1864 to 1870 Steward appeared at every session before legislative committees 
and gathered a number of influential followers, among them Wendell Phillips, who 
presently (1869) formed the Boston Eight-Hour League “for a long time the intel- 
lectual center of the labor movement in New England,” and secured (also in 1869) 
the establishment of the Massachusetts Bureau of Labor Statistics. This was the 
first such bureau in the country and Steward’s friend, George E. McNeill, was ap- 
pointed deputy chief. In 1877-79 Steward with McNeill and George Gunton united 
with the Socialists, F. A. Sorge and J. P. McDonnell, to found the International 
Labor Union. In 1878 Steward’s wife, herself very active in the eight-hour move- 
ment, died. This “completely unnerved” Steward. He hastened to the West, to 
write his book, but his health was already shattered. He died March 13, 1883. 

2 Steward’s political hints are often very shrewd. For example: “A ‘yes’ or ‘no’ 
programme should be submitted to them [the Massachusetts Senate] in the briefest 
possible terms, and should be so put that there shall not be the slightest chance for 
a speech. When politicians make long speeches, they mean that ‘it would not be 
expedient to press your cause this year.’” Article in Fincher’s Trades Review, May 
13, 1865. 
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swing and we find his name in the columns of numerous labor and 
reform journals, always with the eight-hour slogan upon his lips, 
but always with a wider economic message accompanying it. 

From the early 1860’s on Steward is said by his friends to have 
projected a book to be entitled, The Political Economy of Eight 
Hours, and in the closing years of his life (after 1875) he actually 
got a chapter of it written. (See the fragment, ““The Power of the 
Cheaper over the Dearer” in Professor Commons’ Documentary 
History, Vol. TX.) For the most part, however, he contented him- 
self with throwing out bits of his more philosophical thinking in- 
cidentally to his development of his central project of hours re- 
form. 

Steward’s message has two aspects: one, the stimulating effect 
of leisure and leisure-time consumption upon the standard of liv- 
ing and hence the wage demands of the lowest classes of labor 
(“They must make progress in spite of themselves, before they 
will have opinions or say Yes or No to anything new or different 
from the old past way of doing.”); and the other, the stimulating 
effect of this more expensive labor upon the technique of produc- 
tion itseli—the effect of “driving” labor-saving machinery into 


existence. Finally, uniting the two, is a plea, now familiar to our 
ears, of mass demand as alone making mass production possible.’ 


3 Echoes of the standard-of-living part of Steward’s argument are to be heard, 
once Steward had formulated it, in various shades of clearness from the mouths of 
his contemporaries and immediate successors in the labor movement—from Mc- 
Neill, who preserved it intact, through Gunton, who filtered it down considerably to 
suit a corporation-attuned taste, to Powderly, who used it when it suited him. Thus 
Powderly, who had started off with a quite different logic, writes in 1890: “Fewer 
hours of toi] mean more time to read .. . . and after the adoption of a 10-hour 
system it became a paying investment to advertise in ‘the papers.’ The masses . . . . 
learned what was going on throughout the world, and they naturally acquired new 
tastes and desires. The adornment of the home became an object with the man who 
could see his home by daylight . ... ,” etc. (T. V. Powderly, “The Plea for Eight 
Hours,” North American Review, CL, 465. Cf. his Thirty Years of Labor [1889], 
chap. xii). For McNeill, Steward’s first disciple, see his The Labor Movement: The 
Problem of Today (1887). For Gunton, besides his Wealth and Progress (1887), see 
Principles of Political Economy (1891), Trusts and the Public (1899), editorials in the 
Social Economist (1891 ff.) and Gunion’s Magazine (1896 ff.). The full title of Gun- 
ton’s first work is illuminating: Wealth and Progress: A Critical Examination of the 
Labor Problem. The natural basis for industrial reform or how to increase wages “‘with- 
oul reducing profits or lowering rents’’: the economic philosophy of the eight-hour move- 
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The full force of this argument is shown far less in Steward’s 
published writings than in a mass of manuscript notes running 
from 1865 to 1882 which he left behind him at his death the fol- 
lowing year. Disordered and fragmentary, they were discarded 
by George Gunton who had been commissioned by Steward’s 
other friends to write up his book for him. Gunton published in- 
stead his own first book, Wealth and Progress (1887), embodying 
a considerably modified version of Steward’s ideas—Gunton 
looked toward a perpetuation of the wage system and argued that 
profits on capital and capital concentration would be benefited 
by Steward’s reform,—and the notes, after various vicissitudes,‘ 
were finally deposited with the Wisconsin State Historical Li- 
brary at Madison, where they have recently been copied and 
classified. 

For the purposes of this article, then, I shall leave aside refer- 
ence to the published writings, even the excellent pamphlet, “A 
Reduction of Hours an Increase of Wages,” republished by Pro- 
fessor Commons in the Documentary History, and confine myself 
to Steward’s broader system as revealed in the notes. 

That Steward is fully conscious of having a self-contained eco- 
nomic philosophy is evident throughout the fragments. Not only 
does the phrase “the political economy of eight hours” or “the 
political economy of high wages” occur frequently, but whenever 
Steward has occasion to refer to any of the catchwords of the cur- 
rent economics of his day, the whole constellation of his own 
postulates is apt to appear huddled closely together in one order 
or another by way of refutation. I shall take the liberty of pulling 
the successive steps of the argument apart, but otherwise leave 
each point much as he presents it. 


ment. (Quotes mine.) Gunton ultimately diverged from Steward over the question 
of the permanence of capitalist organization and spent much time opposing the 
Socialists as well as the single-taxers. Steward, on the other hand, once he became 
acquainted with the members of the International Workingmen’s Association, 
found much in common with them and for a time succeeded in holding them and 
Gunton together in the bonds of the International Labor Union. (See William Edlin, 
article in The Comrade, I (1901), 66.) This was, however, not until 1876-79, long 
after Steward’s own ideas had been formulated. 

4 They had originally been willed to “Miss Marietta Marshall of Nantucket 
Island,” and it was at her death that they were transferred to Madison. 





IRA STEWARD ON CONSUMPTION AND UNEMPLOYMENT 535 


Steward’s argument logically begins with his picture of three 
successive economic stages, each marked by increased production 
and consumption of wealth: barbarism, emerging from savagery 
at the point of widespread division of labor; wage labor finally 
leaving barbarism behind with the beginnings of machine produc- 
tion; and the cooperative commonwealth of the future, ready to 
bring machinery to perfection at the point where labor has con- 
sumed the capitalist out of his position of private ownership. The 
active agent in each change has been and must continue to be the 
increased consumption habits of the population. It is they that 
will make the wage system itself an anachronism. “If all man- 
kind consume sufficient wealth, savages will civilize up to the 
division of labor, barbarians will civilize up to wage conditions, 
and wage laborers will civilize up to cooperation!’’s 

The wage system has seen its day. It made sustained and effec- 
tively co-ordinated labor possible, but it did nothing in and of it- 
self to furnish markets for the increased product; hence it could 
only stimulate improved processes to a very limited extent. True 
mass production requires mass consumption, and this we have 
barely begun to achieve. In so far as markets are increasing, it 
has been by the accidental overflow of purchasing power to wage 
earners who have demanded more wages. But this movement has 
been greatly retarded by the prevailing economic philosophy and 
the prevailing distribution of economic and political power. Once 
give labor an increasing share in distribution and the productive 
process itself will be speeded up beyond recognition at the same 
time that the workers, collectively, will be able gradually to lay 
aside so much capital to invest in productive undertakings of 
their own as to put the capitalist class out of business. The first 
step is to get the increased wages. 


5 Fragment in the collection, no date. Most of the notes of which the collection 
consists are mere jottings, hence it is not practicable to give footnote references. A 
few have headings such as “Educated Ignorance,”’ “Borrowed Capital,” “Unem- 
ployment,” “Economy,” “Economy and Extravagance,” “The Power of Habit,” 
“Machinery and Wages,” “The Rights of Capitalists,” “Money,” “Less Hours,” 
“The Tariff, Free Trade and Unemployment,” “On the Distribution of Wealth,” 
but the content bears little relation to the headings; the same points keep cropping 
up for re-emphasis almost anywhere. In some cases a later hand has inserted tenta- 
tive dates. 
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“The simple increase of wages is the first step on the long road 
which ends at last in a more equal distribution of the fruits of 
toil. For wages will increase until capitalist and laborer are one.” 
“While wage conditions insure all the hard labor required for hu- 
man progress, they do not insure the far more abundant wealth 

” “Wealth cannot be consumed sparingly by the 
masses and be produced rapidly.’”® 

Steward thus at the outset comes into full collision with the 
economics of his day: he is preaching a “pleasure economy” a 
generation before Patten, and it is sadly out of place in the at- 
mosphere of the wages fund. All around him, he writes, “Poor 
people are taught to be content with poverty,” and he wonders 
aloud, “to what extent and how long this sort of Darwinism in 
industrial transactions” is going to last. “In the political economy 
of the period,”’ he remarks, “the capitalist is described as a hard- 
working and self-denying character, who has spent considerably 
less money than he earned, and has invested his ‘savings’ in tools, 
machinery, and a wage fund, and gives employment to others. 
Wage workers are represented as perhaps more self-indulgent and 
less industrious, who spend all they earn as they go, and find it to 


their advantage to give away some of their work to pay for using 
the machinery and ready cash accumulated from their ‘savings’ 
of the past by the frugal and wiser capitalist.”” And of course the 
less they spend as they go, the more there will be left for rein- 


6 “But over-worked laborers cannot consume sufficient wealth to employ every- 
body.” The laborer’s hours must be shortened “. . . . until he consumes sufficient 
wealth to ‘flower out’ into cooperation.” Again, ‘“Thus wages dissolve into coopera- 
tion if naturally and sufficiently increased.” 

7 Doubtless, Steward adds, this may go on until the happy time “when the most 
of mankind will find themselves living upon a ‘borrowed’ planet.” As a matter of 
fact, he adds, it is no more true that laborers “‘borrow’’ the capital that capitalists 
put into their hands, than that the slave “‘borrowed”’ the capital his master put into 
his hands. ‘Because neither laborer nor slave is free mot to use the machinery and 
tools that employers and slaveholders direct them to use.” 

At this point Steward then uses an argument curiously like the inverse of Marx’s 
famous paradox in the third volume of Capital in regard to the rate of profit on 
capitals of different composition. “If laborers are giving away labor to pay for the 
use of capital, those who use the most capital should give away the most labor. 

But there is no appreciable difference between the wages of those using the cheapest 
tools and those operating the most expensive machinery.” 
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vestment in more machinery and wages fund. “A prodigal use of 
labor and its products,” one of his opponents was arguing, “‘is in- 
jurious to the whole community, while a universal economy would 
lalone] lessen toil... .. "8 “The economy and self-denial so 
absolutely necessary for individuals or small communities,” re- 
joins Steward, “is not necessary for all mankind.” “If everybody 
had always economized as much as possible in consuming wealth, 
there could have been no progress.” “The fact of machinery and 
the theory of extravagance cannot both remain long together on 
the same planet.” 

Indeed (in answer to the advice to “do without” “unnecessary” 
goods) “what shall they do without? Would cloth manufacturers 
agree that it is extravagant for common laborers to wear cotton 
shirts?” On the contrary, “New employments depend upon a 
more expensive style of living which is [always at first] denounced 
as ‘extravagance’.” “The natural function of the wealthy is to 
inspire a desire for [goods]. The unsolved problem is, to reach the 
lowest laborers with such desires. At this point . . . . the whole 
civilized world is standing still. Everything is waiting for the 
movement that can penetrate the lowest laborers with the habit 
of using more wealth.”’ 

For the laborer, Steward goes on to say, “abstinence’’ would 
mean, not greater savings, but smaller earnings. For his wages 
would be reduced as fast as his standard of living fell. “The less 
the capitalist consumes, the more he has. The less the laborer 
consumes, the less he has.’”” Moreover—and this is the most im- 
portant consideration—“If he obtains less, he spends less, which 
takes just so much work from others.”’ 

And as a matter of fact, Steward adds, Is the “abstinence” of 
capitalists really the source of their wealth? Does not the bulk of 
accumulation take place by quite other processes? “The experi- 
ence or confession of capitalists will establish the fact that money 
is saved in very small sums; but that it is acquired in very large 
ones. They will admit that it was more difficult to obtain their 
first t000 or 5000 dollars than the next 50,000.” 

The problem of how to save enough money for capital invest- 


* R. G. Hazzard, “Hours of Labor,” North American Review (1866), p. 209. 
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ment does not trouble Steward. He is not concerned with sub- 
tractions but with additions. If only labor can be made expensive 
enough to crowd the old, wasteful hand techniques out of exist- 
ence, and if only it can be given consuming power enough to as- 
sure steady markets for all that machinery can produce, invest- 
ment will automatically seek the most increasingly productive 
channels and the laboring classes themselves will amass enough 
capital to keep the investment flow going. “Nature wants no 
cheap men,” Steward protests. “She wants them dear 

most powerful natural forces and machinery necessary to produce 
unlimited wealth cannot operate unless labor prices are sufficiently 
increased.” 

The proponents of the wages fund have simply failed to see 
what the story of production is about. It is not merely a question 
of coaxing forth the existing available capital for investment in 
any sort of business; it is rather a question of pushing whatever 
capital is called forth into the machine-producing trades, and that 
can only be done by making machine methods pay. The only ul- 
timately assured market for goods is a “home” market—a market 
not merely nationwide but one in which the producer himself can 
afford to buy. Only then does it really pay to use mass production 
methods, and these, Steward throughout assumes to mean, not 
constant, but ever decreasing, costs. “The great natural blessing 
that first follows higher paid laborers is machinery.” “The more 
they [laborers] use and charge, the more their labor is worth sav- 
ing, until . . . . [it pays] to drive labor saving machinery into 
operation and thus produce wealth faster.” 

Let but the channels for the less productive methods of capital 
utilization be dammed up, and every incentive is left to use capital 
in only its more highly organized forms. Invention and tech- 
nology will come into their own. Capital, then, will grow, not 
because somebody has “abstained,”’ but because many have in- 
vented and because, owing to mass demand, it has paid to intro- 
duce those inventions on a commercial scale. 

The process of technical innovation is examined by Steward at 
some length. Hitherto, he maintains, it has not paid to commer- 
cialize half the inventions already made. Not only must much in- 
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ventive talent itself have gone unused (“The labor of the world 
has been performed by ignorant men, by classes doomed to ig- 
norance from sire to son’’), but for long centuries “all the inven- 
tions that depended upon the prosperity and larger expenditures 
of the masses” had to wait. It was not inventors but consumers 
that were lacking. For example, moving a block by steam power 
instead of by hand ‘“‘does not depend as much upon the ‘contriving 
minds’ of those who undertake the task as upon the NUMBER 
of people who want such work done, and whether their expendi- 
tures are great or small.” “An inventor’s success cannot succeed 
unless it undersells.” “It isthe . . . . higher wages and prosperity 
of .... millions of people that has at last made such expensive 
machinery the most inexpensive method for themselves.” ‘““No 
one person, not even a king, can afford to build a railroad and 
locomotive to accommodate himself alone.” “The success of in- 
vention depends far more upon the high wages and expenditure 
of the people than upon the ingenuity of any man. The most pow- 
erful and productive machinery is not waiting for inventors, but 
for statesmen!”’ 

Steward distinguishes between the productions of individual 
genius—such as, for example, Shakespeare’s plays—and the great 
practical applications of science. In the absence of their original 
inventors, these last would have been made by others. And in the 
absence of ripe social conditions, the practical devices could not 
have been supplied. Archimedes could invent the lever, “But 
Archimedes could not make to any practicable extent gimblet 
pointed screws. Newton could not make steel pens or a cambric 
needle; and Franklin could not carry a letter across the continent 
for three cents. Because these things depend upon the earnings 
and expenditures of millions of human beings; or upon machinery 
that never could undersell itself into existence, until the days’ work 
of the laboring classes had been made sufficiently expensive.” 

Steward’s view of the market is obviously colored by the great 
expanse of the still only half-peopled American continent.’ Here, 

* But his view of the building up of markets is the inverse of Wakefield’s. “Land 


is cheap and easily obtained in many parts of the world But the world-wide 
difficulty with cheap land is cheap men After American labor became suffi- 
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if anywhere, a development of the “home market” argument into 
a producer-consumption argument could take place. Let the ex- 
port trade, Steward says, take care of itself unless it can support 
a high wage scale, and let immigration, if necessary, be limited for 
the time being for the same reason. Ultimately all the great indus- 
trial countries of the world will have to act together to make their 
raising of living standards (by hours legislation, of course) effec- 
tive. The immediate need is to build up domestic purchasing 
power. 

“The capitalistic idea of a larger export trade begins by reduc- 
ing wages at home. They [the export workers] must be empty 
men, comparatively, in the midst of abundance But when 
home wages are reduced, home employment is reduced.”’ “It is 
not economy to reduce the price of labor Civilization has 
far less to hope from the sale of more blankets to Patagonians 
than from the sale of more ulsters to North Americans.” 

The whole scheme of competition for mere cheapness is self- 
defeating. “Competition does not create buyers; it merely runs 
down after them with cheaper productions; failing to find them, 
sometimes, at any price.” 

It is at this point that Steward brings in forcibly his argument 
about industrial depressions. The financial explanations and rem- 
edies of the period, he says, only show up the vicious working of 
the competitive system at its clearest, as well as the inadequacy 
of the capitalist philosophy. “When exchanges between money 
and goods pause, the real disarrangement is in the failure of goods 
to reach the poor.”’ It is “when earnings stop and idleness begins 
[that] buying stops. And when buying stops, business stops.”’ 

The current emphasis upon the financial aspect of crises is mis- 
leading. “Idleness is a far deeper fact than bankruptcy 
Idle men are the cause of idle capital Unless everyone is 
employed, someone will fail to buy.” “A financial crash is im- 
possible until discharges begin.’”’ “Every financial crash means a 


ciently profitable, American land became sufficiently attractive to complete the 
condition necessary to induce millions of Europeans to hurry over the ocean for this 
country.” 
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failure to consume; and then when the crash comes, the small 
consumers are urged to consume still less!” 

In reality the course of industrial depressions is as follows: First, 
there is general employment, owing to a large demand for prod- 
ucts (an unstable demand if based upon the exigencies of export 
trade—“‘Outside trade is always subject to outside conditions’ — 
and unstable, too, if the income of the great mass of domestic 
producers is insecure: “Who occupies nearly all the houses; and 
wears nearly all the clothes; and eats nearly all the food?’’). Then 
additional machinery is introduced in this and that branch of in- 
dustry with lower paid (because less skilled) labor, or at least with 
labor not consuming proportionately more of the product turned 
out. Now machinery is only a blessing “‘provided the wealth more 
rapidly produced is consumed as fast as days’ works are destroyed 
.... but if this blessing is to continue to bless, wages must con- 
tinue to rise. If wages stop rising, machinery stops blessing.” 

Ultimately “production gains upon consumption.” That is the 
underlying fact. “Wealth is more rapidly produced than con- 
sumed in the leading nations This fact combined with the 
poverty and misery of the rest of mankind [outside the charmed 
circle] is the mainspring of enforced idleness [within it]. And en- 
forced idleness is the real secret of the financial convulsions and 
bankruptcy which from time to time sweep over the most pros- 
perous countries of the civilized world.” 

The capitalists are unmindful of the first danger signals, the 
beginnings of a redundant labor supply. Tacitly they assume that 
a little surplus labor is good for business. “They do not want the 
number of unimployed (sic) so large as to occasion inconvenience 
or the scandall (sic) of starvation, but they are quite alike in the 
inexpressed wish that the number of unimployed (sic) shall be so 
large that those employed shall have as little power as possible to 
dictate the terms of their employment.” This is especially their 
attitude at a time when wages are rising and business is still 
brisk. 

But “when the first laborer is discharged, he stops buying.”’ 
And from then on his powers for ev.. multiply indefinitely. Then 
begins “the deadly but natural competition existing between 
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those who are employed and those who are not.” “An unemployed 
man is the most deadly fact that exists outside of a graveyard. 
He is the source of all that is bad Without raising his hand, 
he takes far more bread from others than he himself can eat . . . . 
more clothes than he can ever wear . . . . more opportunities than 
he alone could improve.” 

He makes his fellows, who are still at work, willing to work for 
longer hours (“. . . . the deadly competition between those who 
have nothing to do and those who do too much for fear of doing 
nothing”) as well as lower wages (‘‘Discharges must occur first, 
before wages can fall to any appreciable or serious extent’’); and 
besides, he makes them afraid to spend what little they have. 
“The most cautious and calculating laborers, who are not them- 
selves discharged, are sufficiently alarmed by the first few dis- 
charges that occur about them to wait before buying 
Meanwhile the individual employer is helpless to stem the tide. 
“The capitalist is forced to discharge today, for the blunders of his 
class five or ten years ago.” 

As for “relief,” “Soup houses and charities are the catnip tea 
and poultices . . . . of the period that accepts things as they are 
for the most part.” Yet the real diagnosis of the disease is close 
at hand. “Employment for the unemployed can only come 
through the higher wages and larger expenditures of those who 
are already employed.” 

Steward offers no panacea for the checking of depression once 
it is well under way, though he would spread thin such employ- 
ment as there is, first by forbidding overtime and then by legally 
reducing the hours of labor in all fields and thus eliminating the 
drag-down power of the completely unemployed. He is interested 
rather in preventives. He would build up an index of unemploy- 
ment in normal times, “a mighty business barometer’”’ (in his pic- 
ture, a weekly census consisting of voluntary reports from workers 
in the various trades), and then he would have hours reduced pro- 
portionately by law whenever the index of unemployment stood 
too high. It is not a question of any particular number of hours, 
though he considers eight an advisable goal for all the leading in- 
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dustrial countries,” but rather “less and less hours” in accord- 
ance with the dictates of the “‘barometer”—i.e., “‘as fast as over- 
work increases enforced idleness.” 

Steward’s specific proposals for reform may appear naive. On 
the political side he assumes that a universal legal regulation of 
hours can be achieved by labor in the midst of a capitalist econ- 
omy, that it will be possible to persuade government and force 
business to adjust hours on a sliding scale, and that it will be possi- 
ble to adjust tariff and immigration laws in accord with this pro- 
gram. On the economic side, he assumes that hours’ regulation 
will in itself strengthen labor’s bargaining power to the point of 
securing the ever higher wages it will want, and that thus it will 
be possible for labor to accumulate enough capital (without losing 
its own soul) to rival the accumulations of the capitalist, drive 
his interest rate down (“When everyone has a fortune to let, no 
one will hire”) and set up in business for itself on a co-operative 
basis. But if Steward’s immediate program is weak, his emphasis 
upon two fundamentals of the American economic situation is 
strong: the leading réle of mass consumption for American tech- 
nology, and the leading réle of unemployment in American de- 


pressions. And his groping for an “index of unemployment”’ to 
tell when consumption must be raised yet further is highly sug- 
gestive. 


Dorotuy W. DovuGLas 
SmitH COLLEGE 


* Again and again he re-emphasizes the need of having the leading industrial 
countries act together. 
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The New Survey of London Life and Labour. Vol. 1: Forty Years 
of Change. London: P. S. King & Son, Ltd., 1930. Pp. xv +438. 

I 7/6. 

This is the first of a series of eight volumes intended to give an ac- 
count of the life of the people of London at present, comparable with 
the epoch-making inquiry of Charles Booth made forty years ago." 
Two volumes will be devoted to maps similar to those of Booth, but 
covering a somewhat larger area, designed to portray the local dis- 
tribution of poverty and well-being and based upon a house-to-house 
sampling study in the various boroughs. Other volumes will contain 
studies of the most important London industries, and the final one will 
sum up the results of the survey as a whole. 

The new survey was undertaken in 1928 by the London School of 
Economics and Political Science under the direction of Sir Hubert 
Llewellyn Smith, associated with a consultative committee including 
Sir William Beveridge, Professor A. L. Bowley, and the late Allyn A. 
Young until his death. 

The volume at present under review is preliminary to the survey 
itself. It is a historical retrospect, contributed by experts in their re- 
spective fields, assembling and analyzing such comparable data as are 
available for describing the trends of economic and social conditions 
in London over a period of four decades, bridging the long gap between 
two monumental surveys. It is a unique compilation of quantitative 
data, the limitations of which the authors carefully point out. Perhaps 
the most fruitful comparisons are between post-war and pre-war condi- 
tions, taking stock of the nature and direction of recent social and 
economic changes and present tendencies. This volume is not pri- 
marily concerned with causes and influences by which changes have 
been brought about; nor does it lay any claim to being a history of the 
growth of institutions. No attempt is made to estimate the relative 

* Booth’s pioneer survey began in 1886. The last of the seventeen volumes was 
published just after the close of the century. The most original features were: a 
classification of the population into social and economic grades, an estimate of 
the numbers belonging to each class, and the graphic representation of their geo- 
graphic distribution by means of colored maps. 
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parts played by public policy and individual effort in modifying eco- 
nomic and social conditions. 

The titles of the chapters indicate the scope of the volume: “Area 
and Population,” “Cost of Living,” “Wages, Hours and Earnings,”’ 
“House Rents and Overcrowding,” “Travel and Mobility,” “Health,” 
“Education,” “Public Amenities and Means of Recreation,” “London 
Occupations and Industries,” ‘Unemployment and Its Treatment,” 
“Poor Law Relief,” “Crime in Greater London.” 

The Booth inquiry was a picture in cross-section. No attempt was 
made to investigate how things had become as they were, or whither 
they were tending. This survey has lasting practical value as a base 
line for comparison of the present-day with earlier conditions. With 
its aid the changes of forty years can be described and the foundations 
laid for comparisons with the results of future surveys. London may 
learn whether poverty is diminishing, whether conditions of life are 
becoming better or worse. 

The index of cost of living, presented in chapter iii and used to 
convert money incomes into real incomes, is based solely upon the 
four items of necessary expenditures—food, clothing, rent, fuel and 
light—because, during the entire period of forty years, these items ab- 
sorbed the bulk of the incomes of most workingmen’s families. In 
chapter iv changes in wage rates, earnings, and hours of labor are 
examined in detail. ““Real’’ rates of weekly time-wages, measured in 
purchasing power, increased during the period about 20 per cent (14 
per cent for skilled and 28 per cent for unskilled workers). These in- 
creases were received for a work-week shorter by about 15 per cent, 
mainly since the war. Rates are not an adequate measure of actual 
earnings, but data on earnings are less available over the period of 
forty years. Even a moderately satisfactory index of changes in earn- 
ings can be constructed for only four groups of London industries, i.e., 
building, engineering, printing, boots and shoes, which increased 30 
per cent from 1886 to 1928. It seems reasonable to conclude from all 
the data that there has been a general rise of about one-third in “‘real” 
earnings of male industrial workers in London since the Booth survey, 
and this has occurred along with shortened hours per day. This repre- 
sents a marked improvement for the mass of London workers. The 
available data suggest that the percentage of poverty, according to 
Booth’s standard, has decreased considerably. Besides, the privation, 
suffering, and anxiety endured by those living in poverty have been 
greatly reduced by public social services. 
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The facts presented in chapter xii indicate clearly that the classes 
resorting to public assistance at present are not comparable in economic 
status to those dependent at the time of the Booth survey. The volume 
of outdoor poor-relief was abnormally low at that time, owing to the 
tendency to restrict relief to the sick and aged. After the war the 
volume greatly increased, with a change in attitude toward public as- 
sistance on the part of officials, the general public, and the recipients. 
The statistics over the period, so the author cautions, cannot be prop- 
erly used as an index of changes in actual poverty. 

Sir William Beveridge presents the facts, in chapter xi, as to changes 
in the incidence of unemployment in London. He concludes that dur- 
ing recent years the percentage of unemployed workers in London has 
been somewhat higher than in Booth’s period, but that in 1927-29 the 
proportion was about the same as in 1913-14. The problem resolves 
itself into one of the distribution and incidence of unemployment by 
groups, not a matter of changes in total volume. 

How far has the physical environment of London life been trans- 
formed during forty years? Two of the most important aspects, char- 
acter of the dwelling and means of locomotion, are described respective- 
ly in chapters v and vi. Housing and transport are closely related, 
since lack of mobility narrows the choice of dwelling and compels 
workers to endure overcrowding and its accompanying evils. The net 
result of the analysis of existing data over forty years is to show cer- 
tainly some decrease in the more acute conditions of overcrowding. 
This improvement has been very unevenly distributed and the present 
situation is far from satisfactory. 

From the close of the war until the end of 1928 new housing was 
provided in Greater London for over 800,000 persons, more than twice 
the estimated increase of population, in order to relieve the housing 
shortage and to improve housing conditions. Of the 200,000 new 
houses, less than half were built by unassisted private enterprise, a 
building policy in marked contrast to pre-war days. Allowing for 
changes in the purchasing power of money, the “‘real’”’ level of rents for 
working-class dwellings has declined between 1890 and 1928. 

It is greatly to the credit of public officials and transport experts that 
the travel needs of Londoners have been so accurately judged and so 
satisfactorily supplied. The route mileage of local and underground 
railroads has doubled, while the length of roadways served by buses 
has trebled since 1900. The expansion of travel has been far more rapid 
than the growth of population, and over four-fifths of the passengers 
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on trams and buses pay fares of 2d. or less (four cents). These facilities 
have affected profoundly the distribution of London’s population and 
the improvement of home surroundings; they have made possible in- 
creasing access to open spaces and outdoor recreation. 

How have the changes over forty years affected the physical health 
of London’s population, which is perhaps the best single index of well- 
being? Sir William Hamer, in chapter vii, presents a long series of 
London death-rates extending back to 1841, when the rate was 28, over 
twice its present level. His most striking conclusion from his facts on 
health is that the dramatic fall in infant and child mortality came “‘as 
soon as a generation which had passed through the primary schools 
had become parents of a new generation.” 

The purpose of this volume under review is not to present the results 
of the new survey, but to establish as many links as possible with the 
past. The authors are careful to point out the limitations of the data 
for this purpose, and to accompany their tables and charts with a clear 
exposition of their content and significance. Realizing the unique char- 
acter of this work in assembling series of quantitative data on many 
topics and from many sources, and that these statistics will be exten- 
sively used, the authors have appended a note to each chapter giving 
the sources used and the methods of compilation. In this respect the 
work is a model of statistical presentation. 

Collectively the various series of data—on earnings, cost of living, 
employment, housing, recreation, health, education, pauperism, crime 
—furnish strong evidence as to the general trends of average conditions 
of life in London during the period of forty years. It remains for suc- 
ceeding volumes to show how these changes have affected different 
economic and social classes; to indicate in what respects and to what 
extent the life of London workers has actually improved. 

RoBert E, CHADDOCK 
CoLuMBIA UNIVERSITY 


The Interstate Commerce Commission: A Study in Administrative 
Law and Procedure. Part II. The Scope of the Commission's 
Jurisdiction. By I. L. SHARFMAN. New York: Commonwealth 
Fund, 1931. Pp. xiv+533. $4.50. 

Part I of this four-volume study of the Interstate Commerce Com- 
mission, reviewed in this Journal, October, 1931, discussed in a sweep- 
ing survey the legislative authority for the creation and development of 
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this experiment in administrative regulation. It has been followed by a 
second volume, which treats exhaustively and with painstaking care 
specific problems which were briefly touched upon in the earlier survey. 
Those who would do away with this agency or limit its authority (and 
their number is not inconsiderable) will gain little comfort from the 
reading of these volumes. The author, from his examination, has be- 
come convinced of the integrity of its endeavor, of the genuine motive 
of public service which has guided its action, of the restraint which has 
characterized the interpretation of its powers, and of its high standards 
of performance. This does not mean that Professor Sharfman has be- 
come the Commission's advocate and has uncritically accepted the 
official viewpoint. The very fact that he has recognized weakness in 
policy and procedure and has accorded them due weight, renders his 
ultimate judgment al] the more impressive. We have developed an ad- 
ministrative body of inestimable value to our industrial and social life. 
The dangers which threaten its existence, and which are clearly set 
forth, must be guarded against at all costs. 

Part II is concerned with but three topics—the jurisdiction of the 
commission over railroads and allied utilities, the conflict of interstate 
and intrastate jurisdiction, and the development of administrative dis- 
cretion. Concerning the scope of jurisdiction, the author reaches the 
conclusion that certain extensions, as well as exclusions, are desirable 
along functional lines. If the basic job of a commission is to regulate 
the transportation of persons and property, all agencies of transporta- 
tion of sufficient importance to command regulative attention should 
ultimately be under commission jurisdiction, particularly if they sup- 
plement the service by rail. Only through co-ordination with rail of 
such agencies as water, motor, and air service can the most fruitful re- 
sults be achieved. The amount of control to be exercised over any 
specific agency will be determined in the light of its economic character- 
istics and status, But the scope of the commission's powers should not 
be extended to include fields unrelated to transportation. Such exten- 
sions of powers imposed by a thoughtless Congress without Commission 
approval, may work as a direct hindrance to effective service in the 
transportation field. The author feels that the inclusion of the trans- 
mission agencies— telegraph, telephone, and cable—was fundamental- 
ly unsound, and that, while it may be impracticable to drop them after 
two decades, there is no justification for going farther and converting 
the Commission into a full-fledged utilities commission. 

In the controversy over state and federal jurisdiction which for a 
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time after 1920 was very acute, Professor Sharfman finds no basis for 
the contention that the Commission has taken a needlessly aggressive 
attitude. In the rate proceedings, following the passage of the Trans- 
portation Act of 1920, the Commission did, to be sure, pursue for a 
time a vigorous policy in the interest of federal supremacy, which was 
sustained by the Supreme Court. It is the author's judgment that the 
accomplishment of the national purpose by the Commission during 
these first years did involve a disregard of the rights and interests of the 
state. But the Commission’s policies have since undergone a marked 
change. A more restrained attitude has taken its place, as a result of 
co-operative activity of state and federal authorities, which is now the 
dominating method of handling all varieties of joint proceedings. For 
the removal of maladjustments greater reliance is placed upon the state 
bodies in the first instance. This fortunate outcome is regarded by the 
author as an enlightening expression of the possibilities of the adminis- 
trative method of control. 

The third section of the book is devoted to the development, through 
trial and error and the aid of the courts, of the administrative method 
of control. This is by far the most ably treated and significant chapter 
that has yet appeared. For, if the administrative machine, with ample 
discretionary power cannot be built up and sustained, the whole scheme 
of public regulation falls to the ground. In connection with an exhaus- 
tive review of the history and development of administrative discre- 
tion, the author points out that the Commission has been aided by the 
self-denying determination of the courts, grounded in the general legis- 
lative purpose of establishing administrative control rather than in 
special statutory restrictions imposed by Congress on the judiciary. 
In the sphere of the Commission’s activities, there has been an almost 
complete absence of judicial censorship because of constitutional viola- 
tion. So far as the author is aware, no important administrative order 
has been declared invalid on constitutional grounds. Attacks have been 
made upon statutory provisions as such rather than upon the manner of 
their enforcement. 

The discretionary authority having become so essential to the effec- 
tiveness of the Commission, the maintenance of its independence be- 
comes vital. Hence, great interest attaches to the author's handling of 
this question in which he treats of the political interference by the 
president and the Secretary of Commerce during the Harding adminis- 
tration, the passage of the Hoch-Smith Resolution by Congress in 1925, 
the Pullman surcharge controversy, and the like. The only fault to be 
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found with the author’s handling of this deplorable situation is the re- 
straint of his language. Such attempts as have been made to direct and 
influence the policy and judgment of the Commission are ominous 
warnings and should awaken the public to the very real danger of the 
destruction of forty years of painstaking constructive effort to build up 
an efficient administrative agency. As in Part I, elaborate documenta- 
tion adds to the value of this volume as a work of reference. 
FRANK Haicu Drxon 
PRINCETON UNIVERSITY 

Statistical Contributions to Canadian Economic History. Toronto: 
Macmillan Co. of Canada. 2 vols. $10 the set. Vol. I, “Sta- 
tistics of Banking,” by C. A. Curtis. Introduction by W. A. 
MACKINTOSH. Pp. xii+96, with charts. Vol. II, “Statistics of 
Foreign Trade,” by K. W. Tay or; “Statistics of Prices,” by 
H. MICHELL. Pp. 93, with diagrams. 

Twelve Years of the Economic Statistics of Canada, 1919-1930. 
Issued as a Supplement to the Monthly Review of Business Sta- 
tistics, November, 1931. Pp. 32. 10 cents. 

Prices and Price Indexes, 1913-1930. Ottawa: The Dominion 
Bureau of Statistics, 1931. Pp. 205. 50 cents. 

Everyone interested in the study of the economic development of 
Canada will give a grateful welcome to these four publications. They 
offer in a reliable and convenient form the raw facts of Canada’s prog- 
ress in material prosperity and provide a mine of information for the 
research student in the economic history of that country, to whom, 
indeed, they will be both indispensable and a time-saving boon. Any 
attempt at analyzing the data is disclaimed: the Dominion Statistician 
states: 

While a part of the series has been subjected in the Bureau to analysis for 
seasonal variation and long term trend, it is desirable that original data, in as 
comprehensive a manner as pvussible essential to the interpretation of the 
current trend, should be made available to investigation. The first step to- 
wards the interpretation of present conditions and the forecast of the proba- 
ble trend is the tabulation of a considerable body of statistical series in un- 
adjusted form. The lack of unanimity, in regard to the utility of mathe- 
matical adjustments as well as to the methods to be employed, was a con- 
sideration leading to the decision in the present instance to publish original 
data only. 
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Professor Mackintosh writes: 

Analysis of the many statistical series here presented has not been pushed 
far. In the case of the banking statistics in Volume I only a ratio analysis has 
been attempted. The present object is to present in intelligible and usable 
form records which are not available in any single library or which cannot 
be used until they have been put in comparable and convenient forms. It re- 
mains for the authors individually, or for other investigators, to analyse the 
records here made available. 


Such being the case, a review of these statistics demands almost a 
military, rather than a literary, technique, and the utmost praise can 
only be expressed in the barrack-square formula, “‘All present and cor- 
rect.” 

Occasion is so seldom found to criticize a government department 
for undue economy that it seems ungracious to suggest that the two 
publications of the Dominion Bureau, being essentially of permanent 
value and for reference, deserve something more durable than paper 
covers. Professor Mackintosh and his associates have been well 
served by their publishers and the Macmillan Company has every 
reason to be proud of the two handsome volumes issued by them, bind- 
ing and type being excellent and the grid of the charts avoiding the 
common mistake of too conspicuous a line. One gathers that the very 
satisfactory manner in which the painstaking and thorough work of 
the authors has been presented was mainly due to the financial help 
given by, possibly among others, the Social Science Research Council 
of the United States. 

Professor Curtis has gathered his material from the monthly returns 
of the chartered banks since the confederation of the Dominion in 1867, 
but he has also added the banking statistics of Ontario and Quebec 
from 1850 to 1880 and the figures for the Dominion note issue since 
1867. Two of the most valuable features of the volume are the lucid 
exposition of the significance of the present categories in the monthly 
return and the clear account of how they developed by fissure or amal- 
gamation from older headings or by innovation. A conspectus of these 
changes is helpfully tabulated on a folding page at the end of the book. 
One of the most important items, from the point of view of banking 
policy, is the “Advances under the Finance Act.” In all countries some 
provision must be made for an emergency legal tender currency issue; 
in England this is done by the Treasury sanctioning an increase of the 
fiduciary issue of the Bank of England, as was exemplified by the £15,- 
000,000 increase of August last year; in the United States it is provided 
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by the rediscounting of eligible paper with the Federal Reserve banks; 
in Canada the banks can obtain additional Dominion notes by redis- 
counting specified securities with the Ministry of Finance—these are 
the “Advances under the Finance Act,” introduced in 1914, and the 
complete series of the figures has hitherto not been available. Pro- 
fessor Curtis gives the complete series and it is one of such great interest 
and significance that it would have been very useful if a footnote had 
been added giving the comparatively few changes, with dates, of the 
rate of discount charged, information which is now not available except 
on application to the Ministry. 

The great interest of the Canadian banking system from an academic 
point of view is that it appears to seek to foster economic stability 
through fixed money rates rather than, as with most countries, through 
using fluctuating money rates to stabilize the commodity price level 
and the purchasing power of money. For any critical investigation of 
the Canadian method—if it be a conscious method and not merely a 
tradition—Professor Curtis’ tables will be invaluable, but one could 
have wished that room had been found somewhere in these volumes for 
two other tables showing the import and export of gold bullion and 
specie, and showing the New York exchange rate for Canadian dollars. 
It is true that Professor Taylor gives the annual gold exports separately 
under non-ferrous metals, but these figures, whatever they may repre- 
sent, are not the precise monthly gold movements required. 

The foreign trade statistics in the second volume cover the period 
from 1869 to 1915, not being carried farther down since official figures 
are already available. The declared values of the import and export 
trade are given and also the totals for each item revalued at the price 
for 1900. From these, series of index numbers, using Paasche’s formula, 
have been constructed. Professor Taylor has also made a tentative 
effort at a prosperity index for Canada and an interesting table giving 
the net barter terms of trade. There is a misprint under diagram 4 
which refers to the data of Table III, not Table IV as stated. 

The careful survey of prices contributed by Professor Michell has, 
as its main feature, a series of index numbers of seventy commodities 
from 1868 to 1925, the number being a geometric mean of unweighted 
prices with 1900 as the base year. The work of compilation has called 
for both considerable labor in collecting the material and considerable 
ingenuity and discretion in adjustments; and there is abundant evi- 
dence that these have been forthcoming. The trouble with index num- 
bers is that the more elaborately they are constructed, the iarther one 
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gets from any definite significance. The price of bacon per pound at a 
specified time and place is a clear fact, but an index number, arrived at 
after various manipulations, can only be taken more or less on trust as 
an indication of the approximate change of price level. If only one set 
of index numbers were available, the ordinary student would be in- 
clined to accept it as sufficiently accurate for his purpose, but it is un- 
settling when with every new series the comparisons show not only 
disagreement in the degree of movement but also in the actual direc- 
tion. As an example of such differences, both the Dominion Bureau of 
Statistics and Professor Michell give us index numbers intended to 
show the changes in the price level of animals and their products. The 
Bureau’s figure rises from 70.9 in 1913 to 74.0 in 1915, an increase of 4.3 
per cent; Professor Michell’s index, on a different base, drops from 
155-1 in 1913 to 149.4 in 1915, a decrease of 3.6 per cent. Admitting 
that the respective index numbers are differently constructed and that 
some divergence in result is not unreasonable, one is left with the un- 
comfortable feeling that either result would have commanded general 
acceptance had not the other been there to contest it. From Professor 
Michell’s general index number it would seem that the fall in wholesale 
prices in Canada since 1873 has been greatly exaggerated by the official 


Bureau figures. 
J. P. Day 


McGrL UNIVERSITY 


Monetary Problems of the British Empire. By S. E. HARRIs. New 
York: Macmillan Co., 1931. Pp. xvi+569. $5.00. Published 
under the auspices of the Bureau of International Research of 
Harvard University and Radcliffe College. 


Though Mr. Harris has essayed the task of discussing “. . . . recent 
monetary problems of the British Empire with particular attention to 
Great Britain,” the reader will find little or no reference to the prob- 
lems which have arisen since 1925. The author has confined himself to 
an exhaustive exposition of British and dominion currency history dur- 
ing the years 1914-25. 

The central theme of the book, though it is occasionally lost in the 
mass of detail, is the intimate connection between the London money 
market and the financial systems of the outside Empire. As the author 
puts it, 

A study of British Monetary Policy should not be confined to an examina- 
tion of monetary conditions in Great Britain alone. Isolation in monetary 
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policy is a phenomenon of the past. The British Dominions and India hold 
balances in London of varying magnitude; and changes in their economic and 
monetary conditions, which are reflected in fluctuations in their balances in 
London, are of great significance for the London money market. 


The first 366 pages of the book are devoted to the monetary policy 
of Great Britain; 92 pages to India; 42 pages to South Africa, Australia, 
and Egypt; and the balance to a commentated bibliography. Canada 
has not been included for obvious reasons; it is less easy to understand 
why New Zealand also has been omitted, since its financial relations 
with London are equally, if not more, intimate than those of some other 
dominions. 

In Part I of the section on Great Britain, Mr. Harris opens with an 
account of the events at the outbreak of the World War, and describes 
the plan for rediscounting pre-moratorium bills and making advances 
to acceptors under public guarantee. He minimizes its inflationary sig- 
nificance on the grounds that the rediscounts and advances were in 
large part successive. “As more bills were discounted, others were 
liquidated ; and the proceeds of the advances to the acceptors were used 
to meet bills maturing at the Bank of England.” Though foreign and 
dominion banks lost cash in the early days of the war, their position 
was soon strengthened, especially by the prompt repayment of loans to 
the Stock Exchange. 

The British and other moratoria are discussed in some detail, with 
the conclusion that European neutrals were forced to declare moratoria 
because such were becoming general among belligerent countries. Brit- 
ain’s lead was probably not an important factor in inducing moratoria 
in other countries, and in many cases responsible debtors refused to 
take advantage of their legal protection. 

Much attention is given to British war finance, and the partial and 
often conflicting data are skilfully examined. The early history of De- 
partmental Ways and Means Advances is very obscure; but the author 
concludes, from ingenious but very approximate estimates, that“... . 
they were probably in large part securities deposited in the Currency 
Notes Account.” Special Deposits are treated in some detail, and were 
specially important for mopping up large foreign and dominion bal- 
ances in London, and for keeping up the market rates of interest. Con- 
trol over the money market was also maintained “. . . . by controlling 
the distribution of supplies, capital and men, and by applying pressure 
on the banks.” “By redeeming Specia] Deposits in 1919, the govern- 
ment gave a stimulus to inflation at an especially inopportune time.” 
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Approximate estimates are made of Special Deposits outstanding early 
in January of each year, and their relation to orthodox Ways and 
Means advances considered. The conclusion is that 
during the years 1916 to 1918, the advances from the Bank of England other 
than Special Deposits were not as large as Special Deposits. Hence, it is my 
opinion that the inflationary effects of Ways and Means Advances have been 
exaggerated. By accepting a Special Deposit, the Bank of England apparent- 
ly deprived the market of cash almost as effectively as it flooded the market 
when it created a Ways and Means Advance of the traditional type. How- 
ever, the creation of orthodox Ways and Means results in a permanent addi- 
tion of cash; but the acceptance of a Special Deposit results in a loss of cash 
only until the Government disburses the cash thus received. 

Sales of Treasury bills at fixed rates were an alternative method of raising 
cash, similar in its effects to the acceptance of Special Deposits. 


In the course of an examination of prices, price control, and supplies 
during the war, the suggestion is made that price control, aided by ra- 
tioning of supplies, was responsible for much of the success attaching 
to sales of war securities. The scarcity of supplies is given a good deal 
of weight as an explanation of the rather peculiar course of prices dur- 
ing the war, though in large part the recorded price level was a fictitious 


one. 
Much attention is devoted in Part II to the detailed history of the 


course of inflation and deflation. Advances to the allies and dominions 
through the Bank of England are held responsible for a good deal of the 
monetary ease in the early years, though these transactions were not 
recorded as orthodox Ways and Means advances. The government is 
held responsible for the level of money rates, through its sales of Treas- 
ury bills and the acceptance of Special Deposits. Its policy receives 
little adverse criticism, since other forms of control of credit and indus- 
try overshadowed the influence of the rate of interest. The size of bank- 
ing reserves was not a very influential factor in banking policy until 
1919 and 1920. 

The most important conclusion is that the inflationary effects of the 
government’s borrowing policy have been exaggerated ; since the banks 
modified their lending policy elsewhere, private advances were paid off, 
and notes and deposits were hoarded. But in many cases public sub- 
scriptions to war securities resulted in the conversion of inactive into ac- 
tive deposits. This is put forward as “. . . . one explanation of the rela- 
tively moderate increase in deposits as compared to the increase in the 
price level during the greater part of the War.” 
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The steps leading up to deflation are carefully described, and re- 
sponsibility is placed on the government. ‘When the depressing effects 
of deflation began to be felt, the Government attempted to put the 
sole responsibility upon the Bank of England.” 

It is impossible to attempt here any detailed criticism of a study 
which covers such an immense amount of hotly contested territory. It 
may be remarked in passing, however, that a clearer explanation of the 
exact connotation attached by the author to the terms “inflationary” 
and “deflationary” would have contributed to the reader’s appreciation 
of the argument. In particular, the effects of the disbursements of pub- 
lic funds, while they are by no means overlooked, do not appear to have 
received adequate emphasis. 

Part III, on “Exchanges and Gold Policy,” is somewhat easier read- 
ing. It contains, infer alia, a useful chapter summarizing current opin- 
ion on the purchasing power parity theory of the exchanges. The au- 
thor’s own views are not emphasized; he agrees with Robertson that 
the theory has served a useful purpose, but does not find a great dea] of 
support for it from war and post-war experience. 

In the section on “Monetary Problems of the Dominions and In- 
dia,” Mr. Harris’ zeal and industry have outrun his capacity for orderly 
and lucid exposition. Some of the chapters on India are admittedly 
“highly technical,”’ but they are also unnecessarily difficult to follow. 
Since the problem is rarely defined, the text has a tendency to run 
away with itself, only to be brought up at the end with definitions and 
explanations which make the reader wish he had started at the back of 
the book. This is a fault which is evident throughout the work, while 
the somewhat erratic style is a contributing factor in the reader’s con- 
fusion. 

The discussion of South African and Australian monetary experi- 
ences does not appear to add greatly to present knowledge, and suf- 
fers severely from lack of arrangement. In many places the insistence 
on detail has clouded the broader and more interesting movements, the 
general reader being left to fill in too much of the theoretical back- 
ground for himself. In the chapters on Australia, with whose monetary 
history the reviewer is most familiar, there are a number of misstate- 
ments of fact, while the criticisms of monetary policy are sometimes 
misconceived. Nevertheless, the author has done well in emphasizing 
the importance of London balances in the dominion monetary systems 
and has put together a lot of information from scattered sources which 
may well prove valuable for future investigators. 
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Taken as a whole, the book is a monumental piece of work and bears 
eloquent testimony to the author’s indefatigable industry. If at times 
it appears to have been misdirected, it has, in the main, resulted in a 
study which is both illuminating in itself and of great value for other 
workers in similar fields of inquiry. An admirable feature is the fre- 
quency with which summaries of the preceding discussion are pre- 
sented. The commentated bibliography is also very useful, and an ade- 
quate index is provided. 

ROLAND WILSON 
CANBERRA, AUSTRALIA 


The Story of My Life. By CLARENCE Darrow. New York: 

Charles Scribner’s Sons, 1932. Pp. viii+465. $3.50. 

It might be expected that the life of Clarence Darrow would furnish 
materials of professional interest to economists. He got his public start 
in Chicago as an adherent of Henry George, in whose Progress and 
Poverty he early felt he had found “‘a new social gospel that bade fair to 
bring about the social equality and opportunity that has always been 
the dream of the idealist.” While still young, he became general at- 
torney for the Chicago and Northwestern Railway Company. This po- 
sition he resigned on the occasion of the American Railway Union 
Strike in 1894 to defend Debs, then head of the union involved. This 
proved the beginning of a long connection with important labor cases, 
including an appointment by Roosevelt on the arbitration board to 
settle the coal strike of 1902 and ending with—with, his friends hope, 
some distant future case. An intimate of Altgeld, a corporation counsel 
for the city of Chicago, an Illinois state legislator for one term, a par- 
ticipator in criminal cases involving both life and property where social 
issues were being redirected by the outcome, Darrow has heard for 
nearly half a century the creaking of the rustiest hinges of our indus- 
trial joints. But what he has learned therefrom and written in his auto- 
biography does not fall inside the special interests of economists. 

For it has been the individual’s fortune that has lured him into his 
great cases, and it has been the dramatic episodes that have caught and 
held his attention even in the labor disputes. Attracted into criminal 
law by (the then) Judge John P. Altgeld’s book, Our Penal Code and 
lis Victims, Darrow has studied the victims of capitalism as have few 
other men of our time, and has evolved a very simple social philosophy 
which, beginning with the victims, ends where, or almost where, it be- 
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gins. His significance lies in the moral, rather than in the economic, 
field; for out of sympathy for the distressed and out of tolerance for the 
erring, he has erected criteria of justice which, it may be hazarded, no 
social order could meet with any success. Capitalism where he knows it 
best, in its legal provisions for justice, is so intolerable that he declares 
that “no man is looking for justice, and, in fact, no one knows what the 
word means.” But socialism would be worse than capitalism, and com- 
munism worse than that, and fascism under Mussolini worst of all. 
Capitalism does still do theoretical homage to individuality and liberty, 
whereas in other social isms even the theory is set against what Mr. 
Darrow most cherishes. Philosophical] anarchism, which he once es- 
poused but does not recall in this book, is the only social system that 
could command his admiration. 

Which is to say that, confronting society, Mr. Darrow is without 
hope for the individual. The poor have always been at a disadvantage 
and will always be, and there is nothing in general that can be done 
about it. But there remains compassion for such individual cases as 
come one’s way, and this Mr. Darrow does not so much prescribe as 
merely practice. He says, 

In my rather extensive experiences I never knew any one who did not 
want sympathy for himself, neither do I know any justice that is not en- 
twined with sympathy The word ‘“‘justice’’ has become associated 
with fear and foreboding, and is in tune with horrifying words like “stern,” 
“impartial,” and “deserve.” Real justice can be neither stern nor forbidding 
in its attitude, but must radiate mercy and charity, and cannot be measured 
alike to all. 


Reacting against law as retributive and in favor of scientific treatment 
as remedial, Mr. Darrow buttresses his ethics of sympathy with a mate- 
rialistic metaphysics and a Schopenhauerian pessimism to defend the 
unfortunate individual against whatever opposes him, even though it 
be the apparent rights and values of everybody else. And yet who 
knows for a fact that he is wrong in supposing that if justice is to be, it 
must begin other than in punishment of individuals? 

A great old Stoic of the Roman sort with compassion for men, ata- 
raxy for himself, and pride in the family that begot him and in the 
family he begot—Clarence Darrow here towers above the details of the 
book, interesting and important though they are, as one of the most 
unique and striking of our domestic individualities. 

T. V. SmitH 


UNIVERSITY OF CHICAGO 
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Forecasting Business Cycles. By WARREN M. Persons. New 
York: John Wiley & Sons, Inc., 1931. Pp. xiv+295. $4.50. 
This book consists of three parts: I, “The Problem of Forecasting 

Business Cycles’’; II, ‘Statistical and Chronological Records of Busi- 

ness in the United States since 1875”; and III, “The Analysis of the 

Data.” 

Part I consists of a detailed example of an actual attempt by the au- 
thor to forecast the course of business. It is a reproduction of four arti- 
cles on the business outlook which appeared during November and 
December, 1930, in Barron’s weekly and of an article published in 
January, 1931, in the New York Eveniug Post. Part II sets forth the 
statistical series and historical records which Mr. Persons considers 
“essential for formulating concepts of the probable cyclical movement 
of business in the United States.” The data include monthly time 
series and a chronological record of events important to business for 
1875-1930 and annual indexes for 1860-1930. Part III consists of three 
chapters, the first of which illustrates Mr. Persons’ method of applying 
“economic and probability analysis” to the forecasting of business cy- 
cles. The second gives his classification of theories of business fluctua- 
tions as originally published in the Quarterly Journal of Economics. 
The third, published originally in the Review of Economic Statistics, 
traces the contributions of statistics to economics. 

Although the prediction developed in Part I has joined the swollen 
ranks of unfulfilled forecasts, the section retains its value as an example 
of method. A study of the behavior of various indexes in each depres- 
sion since 1875 and an analysis of the factors which appear in each in- 
stance to have retarded recovery led to the conclusion that the closest 
parallels to the depression of 1930 were those of 1920-21, 1907-8, and 
1884-85. On the basis of the course of events in these former depres- 
sions, the author constructed a time-table of probable business de- 
velopments in 1931-32, including dates of upturn and of recovery to 
normal. The reader is, of course, reminded that such a time-table must 
be held subject to revision should new and unforeseen factors of im- 
portance emerge. Forecasters are urged to “judge new developments, 
not scold them,”’ and to “‘mistrust mechanistic systems and generaliza- 
tions concerning the permanency of statistical relations.’”” Apparently 
the author places little reliance upon the tendency of cyclical fluctua- 
tions in one time series to lag behind those of another. The Harvara A, 
B, C curves which he developed are not mentioned. 

It is noteworthy that among the factors Persons lists (p. 18) as tend- 
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ing to retard business recovery are price-stabilization policies for nu- 
merous commodities, while among the factors tending to aid recovery 
are “relatively stable wage rates.” 

The statistical and chronological records of Part II possess enduring 
value for economic analysts. Some of the findings, however, are pre- 
sented with insufficient comment. For example, in view of the impor- 
tance of “normal” in Persons’ definitions of the phases of a business cy- 
cle, of the use he makes of the duration of these phases in past cycles 
as a basis for forecasting, and of his heavy reliance upon his index of 
production and trade in this connection, it is regrettable that he no- 
where comments upon the fact that for 1875, a year generally con- 
ceded to have been one of depression, this index stood as high as 120 
per cent of normal for May and averaged 112 for the year. It did not 
fall below normal until August, 1876, and remained subnormal for 
only 38 months, whereas Thorp’s Annals reports five years of depres- 
sion in 1874-78 and Colonel Ayres’ recently published index registers 
70 months of subnormal business from November, 1873, to September, 
1879. In fact, Persons’ own indexes of the volume of mining and of 
manufactures averaged less than g2 per cent of normal for 1875 and 
still lower in 1876, so that it is surprising to find him stating (p. 198) 
that the beginning of recession from prosperity occurred in February, 
1876. The discrepancy is doubtlessly due primarily to the influence of 
the price factor in the bank-clearings constituent of his index of pro- 
duction and trade for that period; but since, for recent years, his index 
contains no price factor, its behavior in the 1870’s seems of doubtful 
comparability with its behavior in the 1920’s. 

Mr. Persons’ conclusion (p. 186) “that there is a close interdepend- 
ence between crop output . . . . and industrial production and trade” 
does not seem to the reviewer to be based upon the most appropriate 
comparisons that could have been made. 

The chapter in Part ITI on “Statistics and Economic Theory”’ is ex- 
cellent. The classification of theories is also interesting and suggestive, 
but it is certainly not one with which other students of business-cycle 


theory would wholly agree. 
GarFIELpD V. Cox 


UNIVERSITY OF CHICAGO 
The Cuban Situation and Our Treaty Relations. By Putr G. 
Wricut. Washington: Brookings Institution, 1931. Pp. xiv+ 
207. $2.50. 
The “situation” which Dr. Wright probes in this careful study is 
broadly socio-economic. And the difficult question pursued by his sta- 





BOOK REVIEWS 561 


tistical analysis is how far the permanent treaty and reciprocity have 
contributed to the overshadowing growth of the foreign-owned sugar 
industry and to the present prostration. A quantitatively precise an- 
swer to this sort of question is of course impossible, and Dr. Wright, 
who is an old hand at sugar and the tariff, does not attempt to give one. 
He is aware of the great variety of incommensurable factors which are 
at play in social situations—climate, resources, propinquity, organi- 
zation, and custom. 

The permanent treaty, he concludes, may have had an appreciable 
effect in encouraging the movement of American capital and enter- 
prise to Cuba, and in so far as this has been excessive its effects are to 
be questioned. But the reciprocity treaty, after two chapters of hot 
statistical pursuit, turns out to have been almost wholly null in its 
recent effects. Its survival or change is equally a matter of indifference 
so long as the sugar industry predominates in Cuba and has an excess 
production beyond United States requirements. The predominant 
sugar industry is in fact, with respect to reciprocity and sovereignty, 

a highly independent variable. 

‘As a possible solution for Cuba’s vulnerable sugar position, the 
Chadbourne plan does not appeal to Dr. Wright as likely to benefit 
the Cubans, whether it succeeds or fails. A world of hostile tariffs, of 
_nationalistic color, is an outstanding factor in the situation. It is in 
diversification for home consumption, promoted by an infant-industry 
policy, that Cuba must find solution for her ills. Cuba is to go her way 
with as much of her resources as can be commandeered and become as 
independent as possible of the mechanisms revolving about sugar. 
Dr. Wright discusses the commercial possibilities in this respect, but 
does not deal with the fiscal policies, land tenure, banking arrange- 
ments, social organization, education, and colonization policies that 
might be thought necessary concomitants of a satisfactory solution in 
this direction. 

However, Dr. Wright is to be congratulated both for his sound 
analysis of the tariff aspects of sugar and for probing the social implica- 
tions of the present sugar industry. If there is criticism of his book it 
is that it savors more strongly of the drafting-board than of the 
field. The picture of the colono system, uncritically accepted from 
Ramiro Guerra’s brilliant study, calls for much revision. This version 
has truth with reference to only one type of colono—the farmer cutting 
cane from his own small acreage with the aid of his sons. Interestingly, 
this type does not figure on the eastern Jatifundia. There the colono 
farms on a vast scale; he may be a corporation, and is probably an 
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absentee. When Dr. Guerra talks of “serfdom,” Cubans recognize it 
as a political figure of speech. On this matter and for insight into 
Cuban attempts at “control,” Dr. Wright would have found perusal 
of J. W. F. Rowe, Studies in the Artificial Control of Raw Material 
Supplies, No. 1: “Sugar,” a partial substitute for a Cuban journey. 


LELAND H. JENKs 
WELLESLEY COLLEGE 


Strike Injunctions in the New South. By DUANE McCRACKEN. 
Chapel Hill: University of North Carolina Press, 1931. Pp. 
xiv+290. $3.00. 

Here is a book of first-rate importance. It possesses a character 
which the world of books does not encounter too often. It is an entirely 
unbiased and distinctly effective analysis of the effects of the use of the 
labor injunction in five several instances in the industrial South. With 
much detailed information (most of it, apparently, gathered through 
personal interviews of persons concerned), the book discusses the ef- 
fects of the use of the injunction upon the outcome of each strike, the 
effects of the injunction upon the conduct of the persons subject to the 
injunction in each case, and the effects upon the social attitudes of the 
parties concerned in each case. 

Every one of the writer’s premises is carefully examined, qualified, 
and supported by factual evidence; his conclusions are drawn with ex- 
treme care; he consistently refrains from sentimentalism, polemics, ora- 
tory, question-begging language, and every sort of prejudice, and he 
doesn’t reason beyond his facts. He has set out to tell the reader what 
happened in these five communities, and he has done a remarkable job 
of it. His book might well be taken as a model by those who would go 
farther afield and evaluate the soundness of the social policies which 
permit the use of the injunction in the labor field, generally. The pres- 
ent reviewer does not know, and the writer of this notable book does 
not profess any belief, as to whether or not results similar to his will be 
found at the end of a more extended examination of the social and eco- 
nomic effects of the use of the injunction in labor disputes; but Pro- 
fessor McCracken does know of a perfectly sound and sensible method 
of determining what are those effects; and he has demonstrated his 
method to thé world. We can see it in operation, we can see the results; 
and the more we see of both, the better we like them. 


Jay Frntey Curist 
UNIVERSITY OF CHICAGO 
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American Public Finance and Taxation, by WiL.1AM J. SHULTZz. 
New York: Prentice-Hall, Inc., 1931. Pp. xxiii+635. $5.00. 
Students and teachers of public finance will welcome this addition to 

existing texts and handbooks. Dr. Shultz’s earlier volume on The 

Taxation of Inheritance and his work with the National Industrial Con- 

ference Board have been of such a character that any new book by him 

on this subject will command immediate and favorable attention. 

Public finance is one of the oldest, if not the oldest, science and art 
in the fields of economics and politics. Treatises on this subject have, 
therefore, been systematized to a degree that is not characteristic of 
works in some other parts of these fields, and most texts depart very 
little from the patterns established by earlier systematic writers. Dr. 
Shultz makes no radical or serious departures from this pattern, though 
the work under review differs more than is usual from the conventional 
treatments of public finance. 

To start with, the author changes the ordinary title, though partly 
by employing tautology. Then he changes the usual order of treatment 
by discussing government borrowing immediately after expenditures 
and before revenues. Financial administration is not set up as one of 
the main divisions correlative with expenditures, revenues, and in- 
debtedness, though a considerable amount of attention is paid to ad- 
ministration. The budget is discussed in a section under expenditures, 
and only incidentally is it connected with the discussion of revenues. 

An unusual amount of attention to taxes on business may be due in 
part to the facts inherent in the present situation, partly to Dr. 
Shultz’s emphasis upon American experience and problems, and partly 
to his recent connection with the National Industrial Conference 
Board. A chapter on the “Interrelation of Federal, State and Local 
Fiscal Systems,” with which the book ends, is a desirable addition to 
the usual treatment. 

The influence of the author’s legal training is evident in citations 
throughout, but particularly in the special “Index of Cited Cases” at 
the end of the volume and in two whole chapters on the “Constitu- 
tional Aspects of Taxation.’”’ The reviewer recalls no other text on this 
subject with such an index nor any that devotes so much space to con- 
stitutional questions. For example, if we examine other well-known 
texts we find the following space in them devoted especially to this 
subject: Lutz, two pages; Hunter, one page; Plehn, in the aggregate, a 
few pages of exposition and comment scattered through sections treat- 
ing various taxes. Adams, Jensen, Bastable, Pigou, Dalton, and Shirras 
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do not mention constitutional aspects in their indexes, though some of 
them comment briefly upon certain constitutional limitations in con- 
nection with discussions of several taxes. 

Like most authors, Dr. Shultz treats some subjects much more fully 
and discriminatingly than others. Of some matters he gives scarcely 
more than an outline. Perhaps his text is best adapted for a general 
handbook or for a text in a survey course, though, in the hands of an 
experienced teacher, it would serve as an outline for a more advanced 
course. As indicated above, however, it goes farther into some matters 
than do most texts. This is particularly notable in its treatment of 
shifting and incidence, which is fuller and more analytical than that in 
any general text in common use. 

Typographically, this book is different from many texts in the use 
of large, well-leaded type and generous margins. It is most conspicu- 
ously different, however, in its use of an unusual amount of bold-face 
type, not merely for heads and subheads, but to display topic sentences, 
important ideas, and general conclusions. Literally, he who runs may 
read. The use of bold-face type in the index to indicate the place of 
principal treatment of the subject in question is certainly helpful, how- 
ever much some may object to its unusual employment in the main 
text. 

As stated in the beginning, this book is a welcome addition to the 
field. Though it is not just what anybody else would write, it is well 
worth while, perhaps mostly for its differences. No reader or teacher 
has to follow any book exactly as it is presented. He may, of course, 
change the order of discussion, supplement, omit, and modify as he 
sees fit. Every contribution to any phase of a subject is welcome, re- 
gardless of the other parts; and Dr. Shultz is offering to the general 
reader and others some matters not commonly presented in such 


usable form. 
Roy G. BLAKEY 
UNIVERSITY OF MINNESOTA 


State-administered Locaily-shared Taxes. By RutTH GILLETTE 
Hutcuinson. New York: Columbia University Press, 1931. 
(“Columbia University Studies in History, Economics, and 
Public Law,” No. 355.) Pp. 157. $2.25. 

This monograph should prove valuable to students of taxation, since 
it presents in orderly fashion much of the significant factual data on the 
division of state-collected taxes between state and local budgets. Two 
introductory chapters are followed by chapters each of which discusses 
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the division of a specific tax or group of related taxes, viz., corporation, 
income, inheritance, motor transportation, and a few minor taxes. 
There are tables showing the main statutory provisions for each tax 
division and an appendix lists the citations upon which the analyses 
and historical discussion are based. Both features will be helpful to 
subsequent investigators of state and local fiscal relations or of the 
specific taxes under consideration. 

The inclusion of more detailed statistical data would seem to have 
been desirable, in as much as many state financial reports are difficult 
to obtain or are confused in their presentation, while the Census Bu- 
reau’s annual reports of the Financial Statistics of States do not contain 
data on those payments of state-collected taxes to the local govern- 
ment which are regarded as agency transactions. 

A more serious objection to the statistical data is that they show 
neither the vastly different réles played by these tax divisions in the 
various states nor the parts played by the various taxes. Thus, when 
the author shows the aggregate local receipts from each tax (p. 39), she 
does not separate the data by states, nor does she indicate the relative 
size of the local share in comparison with the collections of each tax. 
In the table showing the local receipts by states (pp. 126-27), there is 
no indication of the tax sources from which these receipts are derived. 
If readers relied upon the author’s data entirely, few would realize that 
corporation and income tax apportionments are fiscally important in 
only a few states, notably, Massachusetts, New York, Wisconsin, and 
Michigan; while in the other states the payments to the localities are 
mainly motor-vehicle and gasoline taxes. This distinction is important 
because motor-transport taxes are generally considered as benefit taxes 
levied specifically for state and local road purposes, while corporation, 
income, and inheritance taxes are intended to make the tax system as a 
whole more equitable. Consequently, when states such as New York, 
Massachusetts, and Wisconsin assign the local governments consider- 
able shares of the state-collected taxes, the regressive character of local 
general property taxes is partly counterbalanced. For example, the 
local governments of Massachusetts receive 17.8 per cent of their tax 
revenues from state-collected taxes, and in New York, tax apportion- 
ments and subventions provide 15.9 per cent of the current receipts of 
all local authorities. In contrast, several states do not share any of 


* Massachusetts, Annual Report of the Commissioner of Corporations and Tax- 
ation, 1929, p. 182; New York, Annual Report of the Department of Audit and Con- 
trol, 1931, pp. xxiv-xxv, and Comptroller, Special Report on Municipal Accounts 
(1931), p. 259. 
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their taxes with the local governments. Accordingly, the statement 
that state-collected taxes now provide 5.6 per cent of local revenues and 
that this percentage has increased greatly in the last thirty years (p. 
38) scarcely seems an adequate description of their fiscal importance. 

In a few states at least, the problem of apportionment is important 
enough to warrant a more thorough discussion than is given it. There 
are questions such as the desirability or feasibility of apportioning these 
taxes according to local collections, burdens, or needs, which the author 
barely mentions. There also should be some discussion of the effect of 
fluctuations in the receipts of the specific taxes and the consequent up- 
setting of state and local budget forecasts, a distinct problem in years 
of depression. It is regrettable that interpretation and analysis of the 
data were subordinated to their compilation, even though the latter 


task was ably accomplished. 
Henry J. BITTERMANN 


Onto STaTE UNIVERSITY 


Branch, Group and Chain Banking. By Gaines T. CARTINHOUR. 

New York: Macmillan, 1931. Pp. xix+351. $4.50. 

This book is a compendium of what has been written on the subject 
of changes in banking organization in the past fifteen years. It does not 
offer analysis; its strength lies in its convenient assemblage of issues 
and data. 

In spite of the inclusive title of the book, Professor Cartinhour is 
principally concerned with a description of group banking, which is 
defined as the “ownership and control of banks by a holding company.” 
The discussion of group banking occupies two-thirds of the space in the 
book. The remainder is devoted to mergers, branch banking, and the 
record of failures and earnings of the unit banks. 

Group and chain banks have grown so rapidly in the past decade 
that they now include roughly ro per cent of the country’s banks and 
more than 20 per cent of its banking resources. Factors responsible for 
this development are promoters’ profits, desire for regional self-suff- 
ciency (especially in the Ninth Federal Reserve District), and the 
necessity for expansion to maintain or increase prestige. But, most im- 
portant, “is the desire to circumvent the limitations of Federal and 
State law in order to be in a position when the necessary laws have been 
passed to convert into branch banking systems” (p. 120). The author, 
however, is unwilling entirely to attribute the development to a reac- 
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tion against anti-branch banking laws (pp. 120-27). Present regulation 
is found ineffective. While the principles on which group banking 
should be permitted have been clarified to some extent, no reliable 
regulatory techniques have been agreed upon. The problem is com- 
plicated by the desire to maintain the strength and numbers of the 
national banks, while avoiding the withdrawal of state banks from 
membership in the Federal Reserve System. The difficulties are in- 
creased by the conflict of state and federal jurisdiction. But, with all 
the discussion, what will become of the weaker unit banks, largely re- 
sponsible for the distressing record of bank failures, remains a question. 
Achapter is devoted to the rise of the Transamerica Corporation, which 
is interesting as an example of misdirected human genius pyramiding 
holding companies and subsidiaries in such bewildering confusion that 
Professor Cartinhour finds it difficult to diagram the scheme of rela- 


tionships in two dimensions. 
O. L. ALTMAN 


UNIVERSITY OF CHICAGO 


Union-Management Codperation on the Railroads. By Louis 
AuBREY Woop. New Haven: Yale University Press, 1931. 
Pp. xiv+326. $4.00. 

This is an excellent study of one of the most important recent 
tendencies in the American labor movement. Mr. Wood has visited 
many of the shops where union-management co-operation is being 
practiced, he has studied the minutes of the meetings, he has talked 
with most of the leaders on both sides, and he has achieved pronounced 
success in bringing the atmosphere of reality into the book. His best 
chapters are those on the attitudes of management and men toward 
the plan and on the results that have been accomplished. 

Students of industrial organization and management will find it in- 
structive to read Mr. Wood’s description of the multitude of obstacles 
which impede the operation of a relatively simple scheme of co-opera- 
tion between unions and management. It is not only the wage-earner’s 
traditional fear of “efficiency” which must be overcome. Even more 
important is the fact that many executives do not desire active co- 
operation from their men. Their opposition springs from a variety of 
reasons but, with skilful and courageous administration, it can be over- 
come. Without such administration, however, union-management co- 
operation is likely to fail. Indeed, lack of proper administrative sup- 
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port already has caused the plan more or less completely to die on two 
out of five railway systems. One of the most important contributions 
of Mr. Wood’s book is that it makes clear that the success of the plan 
hinges largely upon the skill with which it is administered by both 
unions and management. Unfortunately, however, his chapter on the 
technique of co-operation does little more than discuss the mechanics 
of the scheme. Consequently, although he points out clearly the many 
obstacles which union-management co-operation encounters, he gives 
no adequate account of the methods which have been used to over- 
come these obstacles. 

Mr. Wood agrees with others who have studied the subject that the 
gains of union-management co-operation cannot be measured. Never- 
theless, he believes that the workers should receive a share in the sav- 
ings, probably in the form of an extra wage payment. But, in view of 
the fact that the savings cannot be closely estimated, it is to be feared 
that an extra wage would be a source of serious friction. 

On page 313 Mr. Wood says: ‘‘Railroad shops with their productive 
equipment may be regarded as factories of a kind, so that the technique 
of codperation which suits them might be fitted to almost any factory 
conditions.” With this statement it is necessary to disagree. Railroad 
shops are repair shops, the work in them is not a repetitive routine, 
and the majority of the employees are craftsmen. Consequently, the 
individual employee in the railroad shop has a far better opportunity 
to make suggestions than do the highly specialized workmen who per- 
form routine operations in a production shop. It is noteworthy that in 
the men’s clothing industry, where the work is highly subdivided, the 
machinery of union-management co-operation is radically different 
from that in the railroad shops. The clothing worker’s union does not 
garner suggestions from the rank and file; it makes them through a 
few business agents who have been developed into experts in shop 
management. 

When Mr. Wood has given us so much, it may seem ungracious to 
ask for more. Nevertheless, one cannot avoid regret that he did not 
find it possible to compare the results of union-management co-opera- 
tion with the accomplishments of the schemes which have been estab- 
lished in imitation of it on some “company union’”’ roads, such as the 
Santa Fe. Many students of trade-union policy and philosophy may 
regret that Mr. Wood has avoided discussing the broad significance of 
union-management co-operation as a trade-union policy. Why did the 
movement spring up when it did? Why has it been largely confined to 
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the railroads and on the railroads to the shop crafts and maintenance 
of way men? Why has it not spread to the running crafts? Does it 
represent a higher development of collective bargaining which, sooner 
or later, is likely to become universal? Or are the gains of co-operation 
too small or too indefinite for it to be a major policy of most unions? 
All these are important questions, but I believe that Mr. Wood has 
been wise in avoiding them. Before we invent theories about the sig- 
nificance and the future of union-management co-operation, we must 
know how it works and what it has accomplished. By making it his 
task simply to report the facts about union-management co-operation, 
Mr. Wood has put deeply in his debt those who seek raw material 
out of which to build interpretations, and he has provided all students 
of trade-union policies and philosophy (and also all students of busi- 
ness administration) with a book that they will find indispensable. 
SuMNER H. SLICHTER 


HARVARD GRADUATE SCHOOL OF BUSINESS ADMINISTRATION 


Rationalization of German Industry. By NATIONAL INDUSTRIAL 
CONFERENCE Boarp, Inc. New York, 1931. Pp. xv+182. 
$3.00. 

This study consists of two introductory chapters, one dealing with 
definitions of rationalization and with a classification of types of in- 
dustrial combination, the second treating of the forces making for the 
cartel movement in Germany, describing the laws for the regulation of 
cartels, and analyzing the effects of cartels on prices; four chapters 
discussing the trends toward combination in four specific industries— 
mining, iron and steel, electro-technical, and chemical—and the effects 
of combination in these industries; and a concluding chapter discuss- 
ing recent developments in German foreign trade. 

The author states: 

The aim of rationalization is to eliminate that competition which results 
from faulty judgment of individual producers, from their miscalculation of 
the market, and to co-ordinate the efforts, first, of individual enterprises 
within an industry; second, of the different industries within a country; and, 
third, of the competing industries in two or more countries. . . . . Rational- 
ization represents the idea of enlightened leadership embracing an entire 
industry in its relation to other industries and to the national economy. 


Thus defined, “rationalization” becomes closely akin to the notion of 
Gemeinwirtschaft, the ideal of the Socialists for the reorganization of 
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German industry on behalf of the general welfare after they came into 
power following the revolution—a relationship which the author fails 
to recognize, however. While it is true that the rationalization move- 
ment in Germany has been somewhat broader in its aims than a nar- 
row conception of the term might indicate, and that the movement has 
had active assistance from the state through the investigations of the 
Reichskuratorium fiir Wirtschaftlichkeit, the Enquete-Ausschuss, and 
similar bodies, the movement has been carried through, in the main, 
by the business men for their own private ends. That, of course, does 
not detract from the achievements of the movement in the direction of 
increased efficiency and more orderly conduct of business. The au- 
thor’s definition, however, might seem to endanger the objectivity of 
his conclusions. At any rate, the author has not recognized, or has 
underemphasized, the tendency of cartels—which have been the major 
vehicles for rationalization—to bring into an industry and keep there 
an excess of plant capacity, a tendency resulting from the fact that 
for the most part cartels have set up control over output rather than 
over capacity to produce. He does recognize the influence which cartels 
have had on the domestic price level and presents data which demon- 
strate rather conclusively that an effect of the cartel price-fixing has 
been to raise domestic prices unduly and to impede “the fullest ex- 
ploitation of the domestic market by restricting the purchasing power 
of the consumers.” The author is not of the opinion, however, that 
legal prohibition of price agreements would improve the general eco- 
nomic situation. 

The development of cartels in Germany is regarded as a result of 
the “overproduction” which “brought about the great panic of 1873,” 
which was followed by a period of “ruinous competition.” “From this 
point of view the formation of cartels is regarded as a necessary meas- 
ure of defense and self-preservation, containing no elements of danger 
to the public welfare.” Just why the cartel should have been regarded 
as a device for promoting economic efficiency and stability in Germany 
whereas in other countries the combination has been regarded more 
frequently as a device for thwarting the beneficent tendencies of a 
competitive régime, the author fails to explain. That the cartel was 
Germany’s reaction to the wastes of uncontrolled competition would 
seem to be true, just as the American combination was in part a prod- 
uct of the same forces. That the one should have been welcomed by 
the German state and the other prohibited by the American would 
seem to warrant some explanation in a study of this sort. In any event, 
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the statement that the cartel is “regarded as a necessary measure of 
self-defense and self-preservation, containing no elements of danger to 
the public welfare,” is not convincing in the light of American experi- 
ence. That Germany accepted the cartel movement is to be explained, 
it seems to the reviewer, by the fact that the cartel finds its institu- 
tional basis in the regulatory bodies set up sporadically during a period 
when German mercantilism was at its height. At the outset the cartel 
seems to have been a modern application of the doctrine of Direktions- 
prinzip, inaugurated when mercantilism was at its height for the 
purpose of bringing private mining industries under state control. The 
first cartel of which there is any record was created in 1836 for the 
purpose of eliminating competition among the two fiscus alum works 
of East Prussia and two private works. Again, in 1868, after the dis- 
solution of the various state salt monopolies, with its consequent over- 
production and price-lowering, resort was had to the cartel organ- 
ization at the instance of the various states whose revenues were en- 
dangered. It was the state again which took the lead in the establish- 
ment of the first cartel in the potash industry—a move designed to 
protect the state’s income from loss resulting from the competition of 
private potash mines. The recognition of the fact that the cartel was 
sired by the state makes clear the reason for its having been given a 
free atmosphere in which to develop. 

The author’s discussion of the trends toward combination in four 
of Germany’s leading industries is an excellent summary of the more 
pertinent developments in these fields and a first-rate picture of the 
competitive position of these industries in the world’s economy. 

His final analysis of recent developments in German foreign trade 
brings out the facts of Germany’s export surplus, although in no place 
is an explanation offered regarding the apparent inconsistency between 
an internal price level made relatively high through cartel control and 
a relative increase in exports. The explanation would seem to run in 
terms of dumping practices. 

The book affords a useful summary of German industrial develop- 
ments since the war. The Appendix contains numerous statistical 
tables of data on which the author’s analysis is based. 

GEorGE WARD STOCKING 
UNIVERSITY OF TEXAS 
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International Control of Raw Materials. By BENJAMIN B. Wat- 
LACE and Lynn R. EpMInsTER. Washington: Brookings In- 
stitution, 1930. Pp. xv+479. $3.50. 

Governmental control of exports of industrial raw materials and 
foodstuffs is, as the authors point out, as old as mercantilism itself. 
The World War brought a revival of such devices in order to meet 
emergencies of various types, and the post-war decade has witnessed 
a broad extension of the practice. 

American students of the problem have a tendency to isolate it, 
which reflects political discussion in a curious fashion. It is, in the first 
place, quite difficult to draw a very convincing line between govern- 
ment controls and private controls. More significantly, however, it is 
clearly impossible to arrive at an international remedy by separating 
the discussion of export controls from the broader problem of trade 
barriers in general. As long as the United States persists in inflicting 
huge losses on importers by her tariff policy, countries with lower 
tariff walls are not likely to be impressed with protests based on losses 
caused by export controls. “International good will’ is just as certain- 
ly endangered by the one as by the other. 

In a sense, this volume is part of the academic response to the alarm 
caused in this country by the activity of Mr. Hoover in 1925. The 
authors present detailed studies of the leading export control schemes 
which make it very difficult to share the politically inspired fear of that 
period. Recent developments make this conclusion even more con- 
vincing. 

Commodities of which effective export control is possible are few in 
number, and in many cases the control devices themselves stimulate 
the forces which bring about the collapse of the policy. The crucial 
points lie in the elasticity of demand for the controlled product and the 
control of the available potential supply as well as the actual output. 

The authors give a fair summary of equivalent American practices 
and a competent although somewhat ingenuous discussion of interna- 
tional action and its possibilities. The volume will be particularly use- 
ful because of its compilation of facts from widely scattered sources 
and because of the supplement which presents a chronological record 
of developments in this field as well as the text of the Stevenson Act, 
the Potash Accord, and other pertinent documents. 

Harry D. GIDEONSE 
UNIVERSITY OF CHICAGO 
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Jobs, Machines, and Capitalism. By AnTHuUR O. DAHLBERG. New 
York: Macmillan Co., 1932. Pp. xviii+-252. $3.00. 


The heart of this book is an economic romance, of the sort likely to 
appeal to a large group of readers to whom economic romances appeal. 
It tells, “looking backward” from some date subsequent to 2030 A.D., 
how a great business depression was cured in 1933 by reducing the 
working-day from eight hours to four and giving laborers power to fix 
its length at will. This transferred society from a basis of labor super- 
fluity to labor shortage, a panacea suggested by experience during the 
World War of 1914-18. The bulk of the volume is taken up with an 
analysis and exposition of the social economic process along original 
lines, developed in connection with elaborate charts, in colors. The 
author is a Ph.D. in sociology and a business man. There is no evi- 
dence in his Bibliography or footnotes, and certainly none in his argu- 
ment, that he ever read a modern textbook on economics. One may (or 
may not) infer that Professor E. A. Ross (sociology), who formally 
sponsors the book, and Professor Kimball Young (psychology), who is 
thanked for encouragement, agree with him that freedom from this 
contamination is a qualification for diagnosing and prescribing for the 
maladies of the economic organization based on price competition. 

F. H. Knicut 


UNIVERSITY OF CHICAGO 
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